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DRAFT MANAGEMENT REPORT TO THE ACCOUNTING OFFICER ON THE AUDIT OF THE 

LAINGSBURG MUNICIPALITY FOR THE YEAR ENDED 30 JUNE 2012 

INTRODUCTION 

1. Our responsibility is to express an opinion on the financial statements, to express a conclusion on 
the annual performance report in the management report and to report on material findings 
relating to compliance with specific requirements in key applicable laws and regulations as set 
out in the General Notice issued in terms of the PAA. Our engagement letter sets out our 
responsibilities and the responsibilities of the accounting officer in detail. 

2. This management report includes audit findings arising from the audit of the financial statements, 
reporting on predetermined objectives and compliance with laws and regulations for the year 
ended 30 June 2012 which were communicated to management and includes their response to 
these findings. The report also includes information on the internal control deficiencies that were 
identified as the root causes for the matters reported. Addressing these deficiencies will assist in 
ensuring an improvement in the audit outcomes. 

3. The management report consists of executive summary and detailed audit findings which are 
contained in annexures A, B and C, as well as financial indicators, ratios and trends in annexure 
D. 
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EXECUTIVE SUMMARY 


SECTION 1: Meetings with oversight bodies and those charged with governance 


4. During the audit cycle we met with key stakeholders to communicate matters relating to the audit 
outcomes of the municipality and emerging risks. Insight was provided on the drivers of the 
controls that impact these audit outcomes to enable corrective action to be taken. 

Meetings were conducted as follows: 

• Executive Mayor: 15 March 2012; 24 April 2012; 06 September 2012; 19 September 2012; 

12 October 2012 

• Accounting officer: 15 March 2012; 24 April 2012; 27 July 2012; 06 September 2012; 

07 September 2012; 14 September 2012; 19 September 2012; 21 September 2012; 12 
October 2012; 25 October 2012 

• Audit committee: 06 September 2012; 19 September 2012; 21 September 2012; 12 October 
2012 


5. Ongoing communication throughout the audit by means of communication of audit findings. At 
these meetings commitments were made to address improvements in the internal control 
environment with the objective of achieving clean administration. The commitments given and the 
progress made on previous commitments are included under section 2, part E - Internal control. 



4 




Management report of Laingsburg Municipality 2012 


SECTION 2: MATTERS RELATING TO THE AUDITOR’S REPORT 


PART A - MISSTATEMENTS IN THE FINANCIAL STATEMENTS 

6. Material misstatements in the financial statements were identified during the audit. These misstatements were not prevented or detected by the 
municipality’s system of internal control. These material misstatements also constitute non-compliance with the MFMA and others as applicable 
to the municipality. 


Material misstatements 

Impact 

R 

current year 

Impact 

R 

prior year 

Financial statement 
item 

Finding 

(Include a brief description of misstatements as per 
findings and audit report. Include reasons for not 
correcting when applicable.) 

Occurred in prior 
year 

(“Yes/ “No”) 

Material misstatements not corrected 

None 





Material misstatements corrected 

Operating grant 
revenue 

The misstatement was identified as a result of the high 
level review of the annual financial statements 
submitted on 31 August 2012. The misstatements 
were corrected per the adjusted statements received 
on 16 October 2012. 

No 

12 593 986 

No 

Depreciation 

The misstatement was identified as a result of the high 
level review of the annual financial statements 
submitted on 31 August 2012. The misstatements 
were corrected per the adjusted statements received 
on 16 October 2012. 

No 

5 216 687 

No 

Debt impairment 

The misstatement was identified as a result of the high 
level review of the annual financial statements 
submitted on 31 August 2012. The misstatements 
were corrected per the adjusted statements received 
on 16 October 2012. 

No 

932 826 

No 

Bulk purchases 

The misstatement was identified as a result of the high 
level review of the annual financial statements 

No 

332 330 

No 
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Material misstatements 

Impact 

R 

current year 

Impact 

R 

prior year 

Financial statement 
item 

Finding 

(Include a brief description of misstatements as per 
findings and audit report. Include reasons for not 
correcting when applicable.) 

Occurred in prior 
year 

(“Yes/ “No”) 


submitted on 31 August 2012. The misstatements 
were corrected per the adjusted statements received 
on 16 October 2012. 




General expenses 

The misstatement was identified as a result of the high 
level review of the annual financial statements 
submitted on 31 August 2012. The misstatements 
were corrected per the adjusted statements received 
on 16 October 2012. 

No 

2 269 158 

No 

Inventory 

The misstatement was identified as a result of the high 
level review of the annual financial statements 
submitted on 31 August 2012. The misstatements 
were corrected per the adjusted statements received 
on 16 October 2012. 

No 

346 382 

No 

Receivables from non- 
exchange transactions 

The misstatement was identified as a result of the high 
level review of the annual financial statements 
submitted on 31 August 2012. The misstatements 
were corrected per the adjusted statements received 
on 16 October 2012. 

No 

703 687 

No 

VAT receivable 

The misstatement was identified as a result of the high 
level review of the annual financial statements 
submitted on 31 August 2012. The misstatements 
were corrected per the adjusted statements received 
on 16 October 2012. 

No 

485 582 

No 

Receivables from 
exchange transactions 

The misstatement was identified as a result of the high 
level review of the annual financial statements 
submitted on 31 August 2012. The misstatements 
were corrected per the adjusted statements received 
on 16 October 2012. 

No 

378 652 

No 
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Material misstatements 

Impact 

Impact 

Financial statement 
item 

Finding 

(Include a brief description of misstatements as per 
findings and audit report. Include reasons for not 
correcting when applicable.) 

Occurred in prior 
year 

(“Yes/ “No”) 

R 

current year 

R 

prior year 

PPE 

The misstatement was identified as a result of the high 
level review of the annual financial statements 
submitted on 31 August 2012. The misstatements 
were corrected per the adjusted statements received 
on 16 October 2012. 

No 

33 136 498 

No 

Payables 

The misstatement was identified as a result of the high 
level review of the annual financial statements 
submitted on 31 August 2012. The misstatements 
were corrected per the adjusted statements received 
on 16 October 2012. 

No 

513 494 

No 

VAT payable 

The misstatement was identified as a result of the high 
level review of the annual financial statements 
submitted on 31 August 2012. The misstatements 
were corrected per the adjusted statements received 
on 16 October 2012. 

No 

318 772 

No 

Unspent grant liability 

The misstatement was identified as a result of the high 
level review of the annual financial statements 
submitted on 31 August 2012. The misstatements 
were corrected per the adjusted statements received 
on 16 October 2012. 

No 

329 945 

No 

Provisions 

The misstatement was identified as a result of the high 
level review of the annual financial statements 
submitted on 31 August 2012. The misstatements 
were corrected per the adjusted statements received 
on 16 October 2012. 

No 


539 188 

No 


The municipality applied the incorrect discount rate 
and thus incorrectly valued their provision for landfill 

No 


1 112 876 

942 591 
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Material misstatements 

Impact 

Impact 

Financial statement 

Finding 

Occurred in prior 



item 

(Include a brief description of misstatements as per 


year 

R 

R 


findings and audit report. Include reasons for not 


(“Yes/ “No”) 

current year 

prior year 


correcting when applicable.) 






site. 




Accumulated surplus 

The misstatement was identified as a result of the high 
level review of the annual financial statements 

No 


35 882 095 

29 412 518 


submitted on 31 August 2012. The misstatements 
were corrected per the adjusted statements received 
on 16 October 2012. 





Cash from operating 

The misstatement was identified as a result of the high 

No 


10 327 520 

No 

activities 

level review of the annual financial statements 
submitted on 31 August 2012. The misstatements 
were corrected per the adjusted statements received 
on 16 October 2012. 






The misstatement identified was a result of the 
incorrect classification of cash from operating activities 
for the following classes: 






Sale of goods and services 

No 


6 700 646 

No 


Receipt of grants 

No 


1 078 447 

No 


Other receipts 

No 


6 906 955 

No 


Cash paid to suppliers 

No 


952 059 

No 

Cash from investing 

The misstatement was identified as a result of the high 

No 


8 378 832 

No 

activities 

level review of the annual financial statements 






submitted on 31 August 2012. The misstatements 
were corrected per the adjusted statements received 
on 16 October 2012. 





Operating grant 

The operating grant expenditure in the annual 

No 

588 080 

No 
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Material misstatements 


Impact 

Impact 

Financial statement 
item 

Finding 

(Include a brief description of misstatements as per 
findings and audit report. Include reasons for not 
correcting when applicable.) 

Occurred in prior 
year 

(“Yes/ “No”) 

R 

current year 

R 

prior year 

expenditure 

financial statements did not agree to the grant register 




Irregular expenditure 

Irregular expenditure had been identified but not 
disclosed in the notes to the annual financial 
statements. 

No 

1 554 742 

No 

Investment property 

The valuation roll did not agree to the fixed asset 
register. 

No 

2 135 898 

No 

Accumulated surplus 
and PPE (prior period 
errors) 

The movement between the current year opening 
balance and the prior year closing balance did not 
agree to the prior year error disclosed in note 46 to the 
annual financial statements. 

No 

1 966 949 

1 966 949 

Accumulated surplus 
and Investment 
property (prior period 
errors) 

The movement between the current year opening 
balance and the prior year closing balance did not 
agree to the prior year error disclosed in note 46 to the 
annual financial statements. 

No 

1 591 680 

1 591 680 

Accumulated surplus 
and Intangible assets 
(prior period errors) 

The movement between the current year opening 
balance and the prior year closing balance did not 
agree to the prior year error disclosed in note 46 to the 
annual financial statements. 

No 

418 702 

418 702 

Accumulated surplus 
and Provisions (prior 
period errors) 

The movement between the current year opening 
balance and the prior year closing balance did not 
agree to the prior year error disclosed in note 46 to the 
annual financial statements. 

No 

476 083 

476 083 

Accumulated surplus 
and Receivables from 
exchange transactions 
(prior period errors) 

The movement between the current year opening 
balance and the prior year closing balance did not 
agree to the prior year error disclosed in note 46 to the 
annual financial statements. 

No 

354 259 

354 259 
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PART B - MATTERS TO BE BROUGHT TO THE ATTENTION OF THE USERS 

EMPHASIS OF MATTER PARAGRAPHS 

7. The following emphasis of matter paragraphs will be included in our auditor’s report to draw the 
users’ attention to matters presented or disclosed in the financial statements: 

Restatement of corresponding figures 

8. As disclosed in note 46 to the financial statements, the corresponding figures for 30 June 2011 
have been restated as a result of an error discovered during 2011-12 in the financial 
statements of the Laingsburg Municipality at, and for the year ended, 30 June 2012. 

Material losses 

9. As disclosed in note 27 to the financial statements, water losses of 22.78% were incurred 
during the year. 

Impairments 

10. As disclosed in notes 13 and 15 to the financial statements the municipality has provided for 
impairment of trade receivables from exchange and non-exchange transactions respectively of 
R877 832 and R1 853 080 due to objective evidence that these debtors would default on their 
respective accounts. 

Material under spending of the capital budget 

11. The municipality has materially under spent its capital budget. At the date of this report, under 
spending amounted to R5 315 576 (34.16). The under spending relates to housing projects not 
launched during the year due to the delay to obtain permit approval from the Department of 
Water Affairs for the development of the package plant at Matjiesfontein. 


ADDITIONAL MATTER PARAGRAPHS 

12. The following additional matter paragraphs will be included in our auditor’s report to draw the 
users’ attention to matters regarding the audit, the auditor’s responsibilities and the auditor’s 
report: 

Material inconsistencies in other information included in the annual report 

13. No material inconsistencies between the draft annual report and financial statements were 
identified. The final printer’s proof of the annual report will be reviewed and any material 
inconsistencies then identified will be communicated to management. Should the 
inconsistencies not be corrected, it may result in the matter being included in the audit report. 

Unaudited supplementary schedules 

14. The supplementary information set out on pages 90 to 91 does not form part of the financial 
statements and is presented as additional information. I have not audited these schedules and 
accordingly I do not express an opinion thereon. 
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PART C - CONCLUSION ON THE ANNUAL PERFORMANCE REPORT 

REPORT ON PERFORMANCE INFORMATION 

Introduction 

15. 1 was engaged to audit the annual performance report of Laingsburg Municipality for the year 
ended 30 June 2012 as set out on pages 1 to 61. 

The accounting officer’s responsibilities 

16. The accounting officer is responsible for the preparation and fair presentation of the annual 
performance report in accordance with the requirements of the applicable laws and regulations, 
relevant frameworks, circulars and guidance issued by the National Treasury regarding the 
planning, management, monitoring and reporting of performance against predetermined 
objectives, and for such internal control as management determines necessary to enable the 
preparation of the annual performance report that is useful and reliable. 

The Auditor-General’s responsibilities 

17. As required by sections 4 and 20 of the Public Audit Act of South Africa, 2004 (Act No. 25 of 
2004) (PAA), read with General Notice 839 of 2011, issued in Government Gazette 34783 of 
28 November 2011, my responsibility is to prepare an audit conclusion on the annual 
performance report. Because of the matter/s described in the Basis for disclaimer conclusion/s 
paragraph (s), however, I was not able to obtain sufficient appropriate evidence to provide a 
basis for an audit conclusion. 

18. 1 conducted my audit in accordance with the International Standards on Assurance 
Engagements (ISAE) 3000: Assurance engagements other than audits or reviews of historical 
information. 

19. 1 will report on whether I have received all the information and explanations required to conduct 
the engagement, or if I became aware of additional information, the omission of which may 
result in the [name of annual performance report] being materially misstated or misleading. 

20. 1 provide limited assurance with respect to the usefulness of the information contained in the 
annual performance report. 

21. 1 further provide limited assurance with respect to the reliability of the following selected 
material development objectives as set out in the annual performance report: 

• Directorate: Finance and administration - To achieve a strong financial position in order to: 
finance affordable and equitable service delivery and development, maintain financial 
stability and sustainability through prudent expenditure, sound financial systems. 

The criteria used as a basis for the audit conclusion are as follows: 

Usefulness of information: 

22. Presentation: Performance against predetermined objectives must be presented in accordance 
with section 46 of the Municipal Systems Act. 

23. Consistency: Objectives, indicators and targets are consistent between planning and reporting 
documents as required by the National Treasury Regulations. 

24. Measurability: Indicators are well defined and verifiable, and targets are specific, measurable 
and time bound, as required by the National Treasury Framework for managing programme 
performance information. 
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25. Relevance: The indicators/measures relate logically and directly to an aspect of the institution's 
mandate and the realisation of strategic goals and objectives, as required by the National 
Treasury Framework for managing programme performance information. 

Reliability of information: 

26. Validity: Reported performance has occurred and relates to the institution. 

27. Accuracy: Amounts, numbers and other data relating to reported performance have been 
recorded and reported correctly. 

28. Completeness: All actual performance that should have been recorded has been included in 
the reported performance information. 

29. The audit involves performing procedures to obtain audit evidence about the usefulness of the 
annual performance report and reliability of the selected development priorities/objectives as 
set out in the annual performance report. The procedures selected depend on the auditor’s 
judgment, including our assessment of the risks of material misstatement of the annual 
performance report. Because of the test nature and other inherent limitations of an audit, 
together with the inherent limitations of internal control, there is an unavoidable risk that some, 
even material, misstatements may not be detected, even though the audit is properly planned 
and performed in accordance with the ISAE 3000. The procedures performed include the 
following: 

• Understanding and testing the internal policies, procedures and controls relating to the 
management of and reporting on performance information 

• Evaluating and testing processes, systems, controls and review of documentation in place 
at a detail level in the audited institution to support the generation, collation, aggregation, 
monitoring and reporting of the selected performance indicators and targets 

• Evaluating, testing and confirmation of the existence and consistency of planned and 
reported performance information as well as the presentation and disclosure thereof in 
accordance with applicable requirements and guidance 

• Conducting detailed audit testing and obtaining sufficient appropriate audit evidence to 
verify the validity, accuracy and completeness of reported indicators and targets. 

30. 1 believe that the evidence obtained from the work performed provides an appropriate basis for 
the limited assurance conclusions expressed below. 

Basis for qualified/disclaimer conclusion 

Usefulness of annual performance report 

Presentation 

Measures taken to improve performance not disclosed 

31. Improvement measures in the annual performance report for a total of 23% of the planned 
targets not achieved were not disclosed as required by section 46 of the Municipal Systems 
Act. This was due to inadequate internal policies and procedures over the processes pertaining 
to the reporting of predetermined objectives. 


Reliability of selected objectives in the annual performance report 
Validity 

Reported performance not valid 

32. The National Treasury Framework for managing programme performance information (FMPPI) 
requires that processes and systems which produce the indicator should be verifiable. I was 
unable to obtain all the information and explanations I considered necessary to satisfy myself 



12 


Management report of Laingsburg Municipality 2012 


as to the validity of the actual reported performance relevant to 100% of objectives. This was 
due to the institution’s records not permitting the application of alternative audit procedures. 

Reported performance not accurate 

33. The National Treasury Framework for managing programme performance information (FMPPI) 
requires that the indicator be accurate enough for its intended use and respond to changes in 
the level of performance. A total of 100% of the actual reported indicators relevant to 
Directorate: Finance and Administration were not accurate when compared to source 
information. This was due to a lack of monitoring/ review for the recording of actual 
achievements by senior management. 

Source information supporting actual performance not complete 

34. The National Treasury Framework for managing programme performance information (FMPPI) 
requires that documentation addressing the systems and processes for identifying, collecting, 
collating, verifying and storing information be properly maintained. Source information for 100% 
of the actual reported performance, for the selected programmes, was not completely 
recorded. This was due to a lack of document management system with regard to actual 
performance achievements 

Conclusions 

35. On the usefulness of the annual performance report on which I am required to express limited 
assurance. 

Qualified conclusion 

36. Based on my work described in this report, except for the effects of the matter described in the 
basis for qualified conclusion paragraph, nothing has come to my attention that causes me to 
believe that the annual performance report is not useful, in all material respects, in accordance 
with the predetermined criteria. 

37. On the reliability of the selected objective on which I am required to express limited assurance. 

Validity 

Basis for disclaimer conclusion 

38. Because of the significance of the matter(s) described in the basis for disclaimer conclusion 
paragraph(s), I have not been able to obtain sufficient appropriate audit evidence to provide a 
basis for a conclusion. Accordingly, I do not express a conclusion on the selected 
development priorities set out in the annual performance report. 

Accuracy 

Basis for adverse conclusion 

39. Based on the work described in this report and because of the significance of the matter(s) 
described in the basis for adverse conclusion paragraph(s), the selected development 
priorities/objectives set out in the annual performance report does not fairly state the actual 
achievements against predetermined objectives, in accordance with the predetermined criteria. 

Completeness 

Basis for adverse conclusion 

40. Based on the work described in this report and because of the significance of the matter(s) 
described in the basis for adverse conclusion paragraph(s), the selected development 
priorities/objectives set out in the annual performance report does not fairly state the actual 
achievements against predetermined objectives, in accordance with the predetermined criteria. 
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PART D - FINDINGS ON COMPLIANCE WITH LAWS AND REGULATIONS 

41. Included below are material findings of non-compliance with specific requirements in key 
applicable laws and regulations. 


Annual financial statement and annual report 

42. The financial statements submitted for auditing were not prepared in all material respects in 
accordance with the requirements of section 122 of the Municipal Finance Management Act. 
Material misstatements of non-current assets, current assets, liabilities, revenue, expenditure, 
accumulated surplus and disclosure items identified by the auditors in the submitted financial 
statement were subsequently corrected and the supporting records were provided 
subsequently, resulting in the financial statements receiving an unqualified audit opinion. 

Audit Committee 

43. The audit committee did not function as required by section 166 of the Municipal Finance 
Management Act, in that: 

• The audit committee did not advise the council on matters relating to internal financial control 
and internal audits, risk management, accounting policies, effective governance, 
performance management as required by section 166(2)(a) of the Municipal Finance and 
Management Act. 

• The audit committee did not advise the council on matters relating to the adequacy, reliability 
and accuracy of financial reporting and information, as required by section 166(2)(a)(iv) of 
the Municipal Finance and Management Act. 

• The audit committee did not advise the council on matters relating to compliance with the 
MFMA, DoRA and other applicable legislation, as required by section 166(2)(a)(vii) of the 
Municipal Finance and Management Act. 

• The audit committee did not review the annual financial statements to provide the council 
with an authoritative and credible view of the financial position of the entity, its efficiency and 
effectiveness and its overall level of compliance with the MFMA, DoRA and other applicable 
legislation, as required by section 166(2)(b) of the Municipal Finance and Management Act. 

• The audit committee did not meet at least four times a year, as required by section 166(4)(b) 
of the Municipal Finance and Management Act. 

• A performance audit committee was not in place and the audit committee established in 
terms of MFMA section 166(1) was not used for this function, as required by Municipal 
Planning and Performance Management Regulation 14(2)(a). 

Budgets 

44. Quarterly reports were not submitted to the council on the implementation of the budget and 
financial state of affairs of the municipality within 30 days after the end of each quarter, as 
required by section 52(d) of the Municipal Finance Management Act. 

Strategic planning and performance management 

45. The municipality did not clarify the roles and responsibilities of each role-player in the 
functioning of the system and did not determine the frequency of reporting and the lines of 
accountability for performance and did not relate to the municipality's performance 
management processes as required by Municipal Planning and Performance Management 
Regulation 7(2) (c) (e) (f). 



14 


Management report of Laingsburg Municipality 2012 


Internal Audit 

46. The internal audit unit did not function as required by section 165(2) of the Municipal Finance 
Management Act, in that: 

• it did not report to the audit committee on the implementation of the internal audit plan. 

• it did not advise the accounting officer and/or report to the audit committee on matters relating 
to internal controls, accounting procedures and practices, risk and risk management and loss 
control. 

47. The internal audit unit did not report to the audit committee on matters relating to compliance 
with the Municipal Finance Management Act, the Division of Revenue Act and other applicable 
legislation, as required by section 165(2)(b) of the Municipal Finance Management Act. 

48. The internal audit did not audit the results of performance measurements, as required by 
section 45(l)(a) of the Municipal Systems Act and Municipal Planning and Performance 
Management Regulation 14(l)(a). 

49. The internal audit unit did not assess the extent to which the performance measurements were 
reliable in measuring the performance of the municipality on key and general performance 
indicators, as required by Municipal Planning and Performance Management Regulation 
14(l)(b) (iii). 

50. The internal audit unit did not audit the performance measurements on a continuous basis and 
submitted quarterly reports on their audits to the municipal manager and the performance audit 
committee, as required by Municipal Planning and Performance Management Regulation 
14(l)(c). 

Expenditure Management 

51. Money owing by the municipality was not always paid within 30 days of receiving an invoice or 
statement, as required by section 65(2)(e) of the Municipal Finance Management Act 

52. The accounting officer did not take effective steps to prevent unauthorised, irregular and 
fruitless and wasteful expenditure, as required by section 62(l)(d) of the Municipal Finance 
Management Act 

Revenue Management 

53. Revenue received was not always reconciled on a weekly basis, as required by section 
64(2)(h) of the Municipal Finance Management Act. 


Procurement and contract management 

54. Goods and services with a transaction value of below R200 000 were procured without 
obtaining the required price quotations as required by SCM regulation 17(a) & (c). 

55. Goods and services of a transaction value above R200 000 were procured without inviting 
competitive bids, as required by SCM regulation 19(a). Deviations were approved by the 
accounting officer even though it was not impractical to invite competitive bids, in contravention 
of SCM regulation 36(1). 

56. Contracts were awarded to bidders based on preference points that were not allocated and 
calculated in accordance with the requirements of the Preferential Procurement Policy 
Framework Act and its regulations. 

57. The performance of contractors or providers was not monitored on a monthly basis, as required 
by section 116(2)(b) of the MFMA. 

58. The contract performance and monitoring measures and methods were insufficient to ensure 
effective contract management, as required by section 116(2)(c) of the MFMA. 

59. Contracts were awarded to providers whose tax matters had not been declared by the South 
African Revenue Service to be in order, as required by SCM regulation 43. 
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60. Contracts were awarded to bidders who did not submit a declaration on whether they are 
employed by the state or connected to any person employed by the state, as required by SCM 
regulation 13(c). 


PART E - INTERNAL CONTROL 


IMPLEMENTATION OF THE DRIVERS OF INTERNAL CONTROL 

61. The implementation of effective internal control helps in the achievement of important 
objectives and sustained and improved performance. Objectives are derived from the 
regulatory environment and fall into the following categories: 

• Operations - Effectiveness and efficiency of operations including goals for operational and 
financial performance and safeguarding resources against loss (financial and performance 
management) 

• Reporting - Pertaining to the reliability of reporting including internal and external reporting 
of financial and non-financial information 

• Compliance - Pertaining to compliance with laws and regulations. 


62. Objectives are driven by the mandate and the mission and vision of the organisation. Setting 
objectives is a prerequisite to internal control and a key part of strategic planning. 

63. Internal control is a multi-dimensional iterative process of ongoing tasks and activities, affected 
by the people not just policies and systems, which provide assurance concerning the 
achievement of objectives. The fundamental principles contained in the drivers of internal 
control below must be present and operate together in order for the system of internal control 
to be effective. 


64. For purposes of focusing corrective action, the principles of the different components of internal 
control have been categorised under leadership, finance and performance management and 
governance. These are the drivers of internal control. 

65. The leadership of an organisation sets the tone from the top regarding the importance of 
internal controls and expected standards of conduct. This establishes the control environment 
which is the foundation for the other components of internal control and provides discipline, 
process and structure. In order to establish what control activities (e.g. policies and 
procedures) are required to ensure achievement of the control objectives a risk assessment 
should be conducted. The availability of accurate and complete information and the 
communication of information, another component of internal control, are required to carry out 
the day-to-day internal control activities. Thereafter there should be ongoing monitoring of 
activities (good governance) to ascertain whether all components of internal control are present 
and functioning. 

66. When internal control is effective, management and those charged with governance have 
reasonable assurance that operations are managed effectively and efficiently, financial and 
non-financial reporting is reliable and laws and regulations are complied with. 


67. Below is our assessment of the implementation of the drivers of internal control based on 
significant deficiencies identified during our audit of the financial statements, the annual 
performance report and compliance with laws and regulations. Significant deficiencies occur 
when internal controls either do not exist or are not appropriately designed to address the risk 
or are not implemented and which either had or could cause the financial statements or the 
annual performance report to be materially misstated and material non-compliance with laws 
and regulations to occur. The key controls are assessed as follows: 


© 


A significant deficiency is not applicable. 
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© 


The deficiency still exists but significant progress has been made to address it. 


Urgent attention to the matter is required. 


68. The movement in the status of the drivers from the previous year-end to the current year-end 
assessment is indicated, collectively for each of the three audit dimensions under the three 
fundamentals of internal control. The movement is assessed as follows: 



Improved 


Unchanged 


Regressed 
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The audit dimensions 

Fundamentals 
of internal control 

Financial 

Performance 

objectives 

Compliance with 
laws and 
regulations 

Leadership 

Movement from previous assessment 




• Provide effective leadership based on a culture of 
honesty, ethical business practices and good 
governance, protecting and enhancing the best 
interests of the entity 

© 

© 

© 

• Exercise oversight responsibility regarding 
financial and performance reporting and 
compliance and related internal controls 

• 

• 

• 

• Implement effective HR management to ensure 
that adequate and sufficiently skilled resources 
are in place and that performance is monitored 

• 

• 

• 

• Establish and communicate policies and 
procedures to enable and support understanding 
and execution of internal control objectives, 
processes and responsibilities 

© 

© 

© 

• Develop and monitor the implementation of action 
plans to address internal control deficiencies 

• 

• 

• 

• Establish an IT governance framework that 
supports and enables the business, delivers 
value and improves performance 

• 

• 

• 

Financial and performance management 


Movement from previous assessment 

o 



• Implement proper record keeping in a timely 
manner to ensure that complete, relevant and 
accurate information is accessible and available 
to support financial and performance reporting 

• 

• 

• 

• Implement controls over daily and monthly 
processing and reconciling of transactions 

• 

• 

• 

• Prepare regular, accurate and complete financial 
and performance reports that are supported and 
evidenced by reliable information 

• 

• 

• 

• Review and monitor compliance with applicable 
laws and regulations 

• 

• 

• 

• Design and implement formal controls over IT 
systems to ensure the reliability of the systems 
and the availability, accuracy and protection of 
information 

• 

• 

• 

Governance 

Movement from previous assessment 




• Implement appropriate risk management 
activities to ensure that regular risk assessments, 
including consideration of IT risks and fraud 
prevention, are conducted and that a risk strategy 

• 

• 

• 
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to address the risks is developed and monitored 




• Ensure that there is an adequately resourced and 
functioning internal audit unit that identifies 
internal control deficiencies and recommends 
corrective action effectively 

• 

• 

• 

• Ensure that the audit committee promotes 
accountability and service delivery through 
evaluating and monitoring responses to risks and 
providing oversight over the effectiveness of the 
internal control environment including financial 
and performance reporting and compliance with 
laws and regulations 

• 

• 

• 
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LEADERSHIP 

Oversight responsibility 

69. The accounting officer did not exercise oversight responsibility over reporting and compliance 
with laws and regulations and internal control. The municipality did not establish a supply chain 
management unit that would give full effect to the supply chain management policy. 
Furthermore, in the absence of the SCM unit the accounting officer did not make an effort in 
leading compliance with the SCM regulations. 

70. The leadership of the municipality did not have process to ensure that the annual performance 
report submitted for audit was valid, accurate and complete. Consequently, the reliability of 
performance information was disclaimed. 

71. Actions were not taken to address risks relating to the achievement of complete and accurate 
financial reporting, resulting in recurring issues raised during the current year. 

Human resource management 

72. The municipality has not attracted appropriately qualified officials to support the management 
of financial, performance reporting and compliance with laws and regulations including internal 
controls. The leadership of the municipality did not appropriately train and assign 
responsibilities to existing officials for the achievement of the municipal objective. The 
municipality submitted poor quality financial statements and annual performance report for 
audit furthermore the municipality did not comply with a number of laws and regulations. 

Policies and procedures 

73. Even though the leadership of the municipality did establish and communicate policies and 
procedures to enable and support the understanding and execution of internal control 
objectives, processes and responsibilities, the leadership did not guide the process for 
reporting financial and performance information including means to monitor and reviewing 
compliance with laws and regulations. Consequently, the financial statements and annual 
performance report were submitted with material misstatements and repeated non compliance 
findings were identified 

Action plans to address internal control deficiencies 

74. The design and the implementation of internal control including the responsibility with regards 
to action-plans to address internal and external audit findings is the responsibility of 
management of the municipality. The action plan developed by the municipality was not 
specific, time-bound with activities assigned to individuals in order to ensure accountability. 
Consequently, none of the action plans listed were achieved by the municipality. 

IT governance framework 

75. The leadership of the municipality did not establish an Information Technology (IT) governance 
framework in order to ensure that the IT activities and budget resources are designed to benefit 
the business of the municipality and contribute in the reductions of financial risk and enhances 
the reporting and compliance with relevant laws and regulations. 
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FINANCIAL AND PERFORMANCE MANAGEMENT 

Record management 

76. Laingsburg Municipality did not have a proper system of record management that provides for 
the maintenance of information that supports the financial and performance report. The 
financial statements were submitted with material misstatements. The source information 
provided could not be reconciled to the totals reported in the performance information report for 
Directorate: Finance and Administration. 

Daily and monthly processing and reconciling of transactions 

77. Due to a lack of oversight by leadership and subsequent review, monitoring and supervision 
by management a significant amount of journals were passed following the audit findings, 
these were as a result of supporting schedules and records of the municipality that were not 
prepared and reconciled on a regular basis e.g. monthly to ensure accurate and complete 
reporting of financial and performance information. Furthermore, quarterly reports submitted to 
council for decision making could not be confirmed for completeness and accuracy. 

Regular, accurate and complete financial and performance reports 

78. The management and officials of the municipality did not align their activities for the 
achievement of financial and performance reporting requirements including achieving the 
legislated reporting requirements. Sections 71 and 72 reports could not be confirmed for 
accuracy and completeness. 

79. A recurring issue in recent years is the nonexistent Supply Chain Management Unit as all 
goods and services were procured without following the supply chain management regulations 
caused all expenditure to be irregular. Even though management consider all transactions to 
be recognised as irregular expenditure the balance disclosed was incomplete as additional 
irregular expenditure was detected during the audit process. Consequently, management did 
not monitor and review the adequacy of the processes and procedures involved in the SCM 
regulation in order to test the completeness of the municipal compliance with all relevant laws 
and regulations. 

Compliance monitoring 

80. The municipal management did not monitor, review and/or supervise compliance with laws and 
regulations. The accounting office has not complied with the requirements of the SCM 
regulation, the municipality has not obtained declarations from suppliers, not obtained tax 
clearance certificates and quotations were not obtained in order to comply with the 
requirements of the SCM policy. 

IT systems 

81. Due to the control deficiencies identified under leadership, the municipality has not made 
progress in rectifying the weaknesses reported in the previous Auditor General review. As a 
result, weaknesses were still identified in the following IT focus areas: 

• Security Management 

• User Access Control 

• Information Technology Service Continuity 
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GOVERNANCE 

Risk management activities and risk strategy 

82. The accounting officer did not ensure that the municipality adopted an IT risk and control 
framework for the municipality. As a result IT risk assessments were not conducted. This 
could be attributable to the lack of available competencies with the internal audit to conduct a 
risk analysis to identify possible Information & Technology (IT) risks. 

Internal audit 

83. The audit committee and the office of the accounting officer did not ensure an effective internal 
audit performing its functions as required by legislation at the municipality. The internal audit 
did not submit a plan for approval by the audit committed during the year under review. The 
internal audit did not review or audit the performance measures on a continuous basis and 
submit quarterly reports on its audit to the municipal manager and performance audit 
committee as required by Municipal Planning and Performance Management Regulation 
14(l)(c). 

Audit committee 

84. The audit committee has not reviewed the internal control environment at the municipality in 
order to communicate the risk to the leadership. Furthermore, the audit committee has not 
approved the internal audit plan in order to guide the activities of the internal audit. The audit 
committee did not review the financial statement submitted for audit. The financial statements 
were received by the auditors with a significant amount of errors. 


SUMMARY 

85. The matters above, as they relate to the basis for qualified opinion, findings on the annual 
performance report and findings on compliance with laws and regulations, will be summarised 
in the auditor’s report as follows: 

Leadership 

86. The leadership did not have competencies and skills set to manage, monitor and review the 
implementation of their policies and procedures including compliance with the applicable 
standards circular, laws and regulations governing the municipality. The municipality did not 
prepare and present financial and performance reports on a monthly basis to allow regular 
review. Furthermore, the municipality did not institute consequences for incomplete and/or 
inaccurate reporting including a failure to comply with applicable regulations set for the 
municipality. 

Financial and performance management 

87. Management did not have an adequate system of recording accounting transactions to 
facilitate the preparations of monthly reconciliations and reliable reporting of section 71 and 72 
reports to the executive. Furthermore, management did not have procedures and processes for 
monitoring and reviewing monthly reports. 

88. Management did not prepare monthly schedules to support the preparation of the financial 
statements. Consequently, the financial statements were submitted with material misstatement. 

89. The accounting officials did not possess the requisite competencies in managing the reporting 
of financial information as required by the MFMA. Consequently, undue reliance was placed on 
the consultants to prepare the financial statements. Furthermore, the officials were not 
assigned responsibilities in managing the reporting the financial information. 
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90. Management did not establish, communicate a process for the collection and reporting of 
performance against predetermined objectives. Consequently, the municipality did not have a 
procedure for reporting actual performance. Furthermore, the performance management unit 
did have adequate competencies in managing the process of reporting performance against 
pre determined objectives and the chief financial officer did not review and monitor on a 
monthly basis the reporting of performance against pre determined objectives. 

91. Management did not monitor and review the adequacy of the processes and procedures 
involved in the SCM regulation in order to test the completeness of the municipal compliance 
with all relevant laws and regulations. 

Governance 

92. The leadership of the municipality did not ensure that there was an adequately resourced and 
functioning internal unit. Furthermore, the internal audit did not perform its function and report 
to the accounting officer prior to the appointment of the audit committee. The audit committee 
did not guide the activities of the internal audit during its period of appointment. The function of 
the performance audit committee was not taken by the existing audit committee. 


PART F - STATUS OF IMPLEMENTATION OF COMMITMENTS AND RECOMMENDATIONS 

93. Below is our assessment of the progress on commitments made by the accounting officer and 
audit committee to address audit outcomes in the prior and current years. 


N 

O 

Commitment 

Made by 

Date 

Status 

1 

Development of an Action Plan as 
required by the Compliance Audit Report 
issued by Department of Environmental 
Affairs and Development Planning, which 
will address the corrective actions with 
Time-Frames, Goals, Budget Allocations 
& Objectives to address the non- 
compliance with the Environment 
Conservation Act, no. 73 of 1989. 

CFO 

Aug 2012 

In progress at 30 

June 2012. An action 
plan was crafted with 
timelines to respond 
to Department of 
environmental affairs 
to comply with the 
permit issued for the 
use of the wasteful 
site 

2 

GRAP 12 training address staff 
competencies in terms of Inventory 
Management. 

CFO 

Aug 2012 

In progress at 30 

June 2012. Training 
occurred; hence the 
municipality is in the 
process to invest in 
system that will suit 
the municipal 
environment. 

3 

Raising of Provision for the Rehabilitation 
of Landfill Sites, and thus, to be included 
within the Municipal Planning 

CFO 

Aug 2012 

Completed 

4 

Put in place an effective Financial 
Management System for monthly 
expenditure monitoring purposes 

CFO 

Jun 2013 

In progress. Financial 
management system 
was implemented 
during the year. Next 
step is understand 
the system 
functionality. 

5 

Establishment of a Supply Chain 
Management Unit directly under the 
supervision of the CFO; Encouragement 
of Leadership Oversight in terms of 

Supply Chain Management Activities 

CFO 

Sept 2012 

Completed 
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N 

O 

Commitment 

Made by 

Date 

Status 

6 

Develop a Finance Department Strategy 
of Capacitating to give direction on how 
the vacancies will be addressed 

CFO 

Oct 2012 

In progress at 30 

June. Municipality 
applied for funding 
from treasury to 
appoint an external 
service provider to 
assist with the 
organisational 
structure. 

7 

Identify Risks Enterprise-wide and 
communicate to the Council and 
management for additions and evaluation 

Internal Audit 

Sept 2012 

Completed 

8 

Perform monthly reconciliations between 
the balances per the fixed asset register, 
trial balance and general ledger 

CFO 

Sept 2012 

In progress at 30 

June 2012 due to the 
migration from 
previous system. 
Reconciliations has 
been started but not 
for all account 
balances 

9 

Determine what commonly used IT 
Framework the Municipality will utilise that 
suit the environment 

CFO 

Oct 2012 

In progress at 30 

June 2012. Feasibility 
studies under going 
to establish the most 
suitable IT framework 
for the municipality 


94. 3 audit recommendations accepted by management in the prior year were implemented or 
alternative actions were taken which resolved the prior year audit findings. 6 recommendations 
are still in the process of being implemented. Detail on the status of these recommendations is 
provided in the summary of detailed findings in this report (section 8.) 


PART G - INVESTIGATIONS / OTHER AUDITS 

INVESTIGATIONS 

95. None. 
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SECTION 3: SPECIFIC FOCUS AREAS 


PART A - SIGNIFICANT FINDINGS FROM THE AUDIT OF PROCUREMENT AND CONTRACT 

MANAGEMENT 

96. The audit included an assessment of procurement processes, contract management and the 
related controls in place. To ensure a fair, equitable, transparent, competitive and cost- 
effective SCM system, the processes and controls need to comply with legislation and 
minimise the likelihood of fraud, corruption, favouritism as well as unfair and irregular practises. 
A summary of the findings from the audit are as follows: 

Irregular expenditure 

97. An irregular expenditure amounting to R8 452 005 incurred during the year under review as a 
result of the contravention of SCM legislation. R1 554 742 of this irregular expenditure was 
identified during the audit process and not detected by monitoring processes of Laingsburg 
municipality. 

Procurement process 

Quotations 

• 81 awards to the total value of R6 553 205 were procured without inviting at least three 
written price quotations from prospective suppliers and the deviation was not approved by a 
properly delegated official. 

• Quotations to the total value of R6 553 205 were procured from suppliers who did not have 
tax clearance from SARS confirming that their tax matters are in order. 

Competitive bidding 

• 4 deviations from competitive bidding to the total value of R1 898 800 were approved on the 
basis of it being an emergency, even though [immediate action was not necessary to avoid a 
dangerous and risky situation of misery and sufficient time was available to follow a bidding 
process and/or proper planning would have prevented such an emergency]. 

• The preference point system was not applied in the procurement of competitive bids to the 
total value of R1 898 800. 

• Sufficient appropriate evidence could not be obtained that public invitations for competitive 
bids to the value of R1 898 800 were advertised for at least the required 14 days. 

Internal control deficiency 

98. The root cause of the lack of effective prevention and detection is management oversight. 
Furthermore, the incomplete identification and disclosure of Supply Chain Management 
irregular expenditure was as a result of inadequate procedures to identify irregular expenditure 
with regards to Supply Chain Management. 


PART B - FINANCIAL SUSTAINABILITY 

99. Management is responsible for the sound and sustainable management of the affairs of 
Laingsburg Municipality and to implement an efficient, effective and transparent financial 
management system for this purpose, as regulated by the MFMA 

100. Our audit included a high-level analysis of Laingsburg Municipality’s financial health for the 
current year. In future, this analysis will also include an evaluation of the movement from year 
to year. 

101. The purpose of the analysis is to provide management with an overview of selected aspects of 
Laingsburg Municipality’s current financial health and enable timely remedial action where 
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financial health and service delivery may be at risk. The information should be used to 
complement rather than be a substitute for management’s own financial health analysis. 

102. The entity’s financial health has been analysed according to the following areas and is set out 
in the table below: 

• budgets 

• expenditure management 

• conditional grants 

• revenue management 

• asset and liability management 

103. The ratios and trends on which the analysis is based are contained in annexure A. The 
financial health analysis is followed by overall high-level comments on the implications of and 
the risks posed by the analysis of the financial health indicators. 


FINANCIAL INDICATORS AS AT 30 JUNE 2012 


(Limitation = unable to obtain sufficient appropriate information) 


1.1 

Percentage over-spending of the final approved operating expenditure 
budget. 

Not over- 
spent 

% over- 
spent 

Limitatio 

n 

X 



1 

1.2 

Percentage under-spending of the final approved capital budget. 

Not under- 
spent 

% 

unde 

r- 

spent 

Limitation 


38% 


1 

EXPENDITURE MANAGEMENT 

2.1 

Creditor-payment period. 

Days 

Limitatio 

n 

15 


1 1 

CONDITIONAL GRANTS 

3.1 

Percentage under-spending of conditional grants received. 

Not under- 
spent 

% under- 
spent 

Limitatio 

n 


23% 


1 1 

3.2 

Percentage by which unspent conditional grants received 
exceed cash available at year-end. 

Bank in 
overdraft 

Not 

exceed e 
d 

% 

exceede 

d 

Limitatio 

n 


X 



1 1 

REVENUE MANAGEMENT 

4.1 

Debtor-collection period (before impairment). 

Days 

Limitatio 

n 

161 


1 1 

4.2 

Debtor-collection period (after impairment). 

Days 

Limitatio 

n 

78 


1 1 

4.3 

Percentage of debtors written-off. 

% debtors 
impaired 

Limitatio 

n 

52% 


1 n 
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FINANCIAL INDICATORS AS AT 30 JUNE 2012 

(Limitation = unable to obtain sufficient appropriate information) 

4.4 

Percentage of revenue not collected. (Bad debt wrltten-off.)(Total Impairment/TR) 

% revenue not 
collected 

t Limitatio 

n 

18% 


1 1 

4.5 

Percentage water losses incurred. 

% water 
losses 

Limitatio 

n 

25 



4.6 

Percentage electricity losses Incurred. 

% electricity 
losses 

Limitation 

7.5 


1 1 

ASSET AND LIABILITY MANAGEMENT 

5.1 

A deficit for the year was realised (total expenditure exceeded total 
revenue). 

No 

Yes 

Limitation 

X 



1 1 

5.2 

A net current liability position was realised (total current liabilities exceeded 
total current assets). 

No 

Yes 

Limitation 

X 




5.3 

A net liability position was realised (total liabilities exceeded total assets). 

No 

Yes 

Limitation 

X 



1 1 

5.4 

The year-end bank balance was In overdraft. 

No 

Yes 

Limitation 

X 



1 1 

5.5 

Percentage of PPE and / or Intangible assets Impaired. 

% PPE and 
intangible assets 
impaired 

Limitation 

Not applicable 


1 1 

5.6 

Percentage of loan receivables (loans awarded) and/or investments 
impaired. 

% loans and 
investments impaired 

Limitatio 

n 

Not applicable 


1 1 

5.7 

Long-term debt to operating cash flow ratio. 

Negative/no 
cash flows 

Long-term debt to 
cash flow ratio 

Limitatio 

n 


Not applicable 


1 1 

5.8 

Employee benefit obligations to operating cash flow ratio. 

Negative/no 
cash flows 

Employee benefit 
obligations to cash 
flow ratio 

Limitatio 

n 


34.66 


1 1 


104. The above ratios dictate that the municipality has not adequately planned its spending in terms 
of capital projects and conditional grants which have an adverse effect on service delivery in 
respect of capital projects intended to benefit the community. Furthermore, the debtor 
collection period and percentage of debtors provision impaired could lead to cash flow 
problems and the municipality may not be able to fund its day to day operations 
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PART C - CONSULTANTS 

105. The municipality was assisted by the consultants (Altimax) on the preparation and presentation 
of the financial statements. The financial statements however were submitted with material 
error which resulted on the auditors being requested to allow the preparers of the financial 
statement time to clear any possible errors on the statements. Even though it could be 
confirmed that Skills transfers was part of the Service Level Agreement, the consultants did not 
transfer of skills during the execution of their consultants work. 

106. Furthermore, the municipality engaged the services of a consultant (Aurecon) to assist with the 
administration of movable assets and Ignite for the preparation of the annual performance 
report. The employees could not perform any required amendments to the annual performance 
report. 


SECTION 4: EMERGING RISKS 


Accounting and compliance matters 

107. The ASB has issued the following 12 additional Standards of GRAP: 

0 GRAP 18 Segment reporting 
0 GRAP 25 Employee benefits 

0 GRAP 105 Transfers of functions between entities under common control 
0 GRAP 106 Transfers of functions between entities not under common control 
0 GRAP 107 Mergers 

108. The Minister of Finance prescribed an effective date of 1 April 2012 in the Government Gazette 
for those Standards of GRAP on the above list that are highlighted in grey. No effective date 
has been set for the remaining six Standards of GRAP. 

109. The ASB extended the application of Standards of GRAP to trading entities in terms of 
Directive 9 The application of the standards of GRAP by trading entities, with effect from 1 April 
2013. 

Audit opinion on predetermined objectives 

110. Based on the phased in approach to the auditing of predetermined objectives, audit is annually 
increasing its focus on compliance matters. The municipality must therefore continuously 
update its knowledge of and compliance with applicable legislation and regulations. 

111. Increased focus is placed on the linking of the budget to indicators. This linkage is twofold, viz. 
linking the budget to key focus areas, objectives and indicators and linking the entire budget to 
an applicable indicators to ensure that the entire budget can be evaluated thought service 
delivery. 

112. Processes are not streamlined enough to ensure and quality year-end reporting. This prevents 
adequate review and quality control prior to submission to oversight bodies and audit. 

113. National Treasury issued MFMA Circular No. 63 on 26 September 2012. Municipalities are 
encouraged to implement or phase-in the requirements of this circular by the 2013-14 financial 
year (page 11 of circular). Key aspects of this circular are as follows (verbatim from the 
circular): 

0 Number of targets: It is recommended that a municipality limits its performance targets not 
to exceed five, for every strategic objective as identified in the IDP to make monitoring and 
evaluation more manageable (page 3 of circular). 

0 Content of performance report: A performance report reflecting performance of both the 
municipality or any service provider during the financial year to which the annual report 
relate including development and service delivery priorities and performance targets for 
the next financial year (own emphasis) (page 3 of circular). 
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0 Submission of annual performance report and annual report to Auditor-General: If the 
process flow is followed, municipalities should be able to provide an unaudited annual 
report in August of each year, which is consistent with the MFMA (page 7 of circular). 
Municipalities must submit the annual reports as soon as possible after year end, namely, 
August (page 8 of circular). Municipality submits annual report including final annual 
financial statements and annual performance report to Auditor-General for auditing 
purposes - due 31 August (pages 9 and 10 of circular). In future, all municipalities and 
municipal entities are required to prepare and submit their draft annual reports to the 
Auditor-General by 31 August each year (page 11 of circular). The new annual report 
format is inclusive of the annual financial statements and performance reports which must 
be submitted to the Auditor-General for assessment in August of each year (page 16 of 
circular). 

0 Quarterly performance reporting: An unaudited annual report is compiled from the four 
quarterly reports that include all information required within the annual report. The 
document should be the result of a rigorous in-year audit process conducted by a 
municipality’s internal audit unit and must be included in the Internal Audit annual plan and 
submitted to the Auditor-General for auditing (page 7 of circular). 

0 Format of annual report: Municipalities are further reminded that the new annual report 
format makes adequate provision for performance information, therefore there will be no 
need to submit a separate performance report for auditing purposes as the annual report 
submitted to the Auditor-General will contain the relevant information for audit (pages 11 
and 12 of circular). 

0 Accuracy and quality of annual report: Failure to table accurate and quality information in 
the annual report will be considered a breach of the MFMA and MSA (page 12 of circular). 

Municipal regulations on minimum competency level 

114. Minimum competency regulations were issued on 15 June 2007. As per regulation 15 and 18, 
all municipalities must ensure that their staffs comply with the competency requirements with 
effect from 1 January 2013. This means that the requirements are not yet applicable for the 
financial year 2011-12 (financial period ending 30 June 2012). However, municipalities will 
need to start aligning their recruitment policies to the regulations and put measures in place to 
ensure that they comply with the requirements by 1 January 2013. 

Subsequent events 

115. No subsequent events have been identified 

116. The following sources of information will be investigated until the date of the audit report to 
identify any subsequent events which may require disclosure. 

• Media reports 

• Political initiatives 

• Changes in oversight 


SECTION 6: RATINGS OF DETAILED AUDIT FINDINGS 

117. For the purposes of this report, the detailed audit findings included in annexures A to C have 
been classified as follows: 

• Matters to be included in the auditor’s report - These matters should be addressed as a 
matter of urgency. 


• Other important matters - These matters should be addressed to prevent the likelihood that 
these matters may in future lead to material misstatements of the financial statements, 
material findings on predetermined objectives and compliance with laws and regulations. 
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• Administrative matters - These matters are unlikely to result in material misstatements of 
the financial statements, material findings on predetermined objectives and compliance with 
laws and regulations 


SECTION 7: CONCLUSION 

118. The matters communicated throughout this report relate to the three fundamentals of internal 
control which should be addressed to achieve sustained clean administration. The AGSA staff 
remain committed to assisting in the process of identifying and communicating good practices 
to improve governance and accountability, so as to build public confidence in government’s 
ability to account for public resources in a transparent manner. 


Yours sincerely 


Thandeka Zondi 

Business Executive: Western Cape 
30 November 2012 


Enquiries: 

Telephone: 

Fax: 

Email: 


Lizo Von Bettensire Ndzamela 
021 528 4100 
021 528 4200 
LizoN@agsa.co.za 


Distribution: 

Accounting Officer 
CFO 

Audit committee 
Head of internal audit 
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SECTION 8: SUMMARY OF DETAILED AUDIT FINDINGS 

Page. no. 

Finding 

Classification 

Rating 

Number of 
times 

reported in 
previous 3 
years 

Status of implementation 
of previous year(s) 

recommendation 

Misstatements in 

financial statements 

Misstatements in 

annual 

performance report 

Non-compliance 

with laws & 

regulations 

Internal control 

deficiency 

Service delivery 

Matters affecting 

the auditor’s report 

Other important 

matters 

Administrative 

matters 



Appropriated funds 

100 Housing Development Fund misstated 

✓ 






V' 


1 

New finding 

Cash and cash equivalents 

132 

Bank Reconciliations not performed for entire period 
of review 







V' 


1 

New finding 

134 

Discrepancy between the general ledger and bank 
reconciliation 









1 

New finding 

Cash flow statements 

43 Various misstatements identified 

✓ 








1 

New finding 

Employee costs 

129 

Employees did not take the minimum required 
annual leave 



✓ 






3 

Not addressed 

135 

Employee costs: Annual leave balance exceeded 48 
day threshold 









3 

Not addressed 

104 

Leave accrual misstatement 

✓ 








1 

New finding 

137 

Employment contract not signed by employee 









1 

New finding 

102 

Personal service provider not identified 

✓ 








1 

New finding 

159 

Deficiency identified within the wage register 









1 

New finding 

Other 

35 

Annual Financial Statements: Various 

✓ 






■/ 


1 

New finding 
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misstatements 











79 

Audit Committee: Deficiencies identified 



•/ 



✓ 



3 

In progress 

138 

Human Resources: No human resource committee 




✓ 



✓ 


3 

Not addressed 

139 

Lack of segregation of duties 




✓ 



✓ 


3 

Not addressed 

82 

Internal audit: Deficiencies identified 



•/ 



✓ 



3 

Not addressed 

127 

Budget preparation non-compliance 



✓ 



✓ 



1 

New finding 

140 

Budget versus actual comparison not disclosed as 
an annexure to the annual financial statements 

✓ 






✓ 


1 

New finding 

58 

Budget versus actual reconciliation misstatements 
identified 

✓ 






✓ 


1 

New finding 

131 

Control accounts not reconciled on a monthly basis 









3 

Not addressed 

Immovable assets 

60 

Investment Property - Municipal Title Deed 
ownership unknown 

✓ 








1 

New finding 

62 

Assets - Variances between the Asset Register and 
the valuation Roll 

V 








1 

New finding 

66 

Fixed assets: Accounting policy does not agree to 
the fixed asset register for the estimated useful lives 









3 

In progress 

Inventory 

106 

Inventory write-off not disclosed 




V' 





1 

New finding 

108 

Accounting Policy for water not specific 

✓ 








1 

New finding 

64 

Inventory: Water Losses inaccurately disclosed 

•/ 








2 

In progress 

Leases 

142 

Absence of lease agreement 




V' 





3 

Not addressed 

110 

Inaccurate lease commitment disclosure 

✓ 








1 

New finding 

Operating expenditure 

54 

Operating grant expenditure: Incorrect classification 







V' 


1 

New finding 

84 

No supply chain management unit in place 









3 

Not addressed 

86 

R2000-R10 000: Procurement process not followed 









3 

Not addressed 

88 

RIO 000- R30 000: Procurement process not 
followed 









3 

Not addressed 

90 

R30 000- R200 000: Procurement process not 
followed 



✓ 






3 

Not addressed 

92 

>R200 000- Procurement process not followed 






✓ 



3 

Not addressed 

56 

Irregular expenditure misstatements 

✓ 






✓ 


1 

New finding 

143 

VAT apportionment not performed 







✓ 


1 

New finding 

145 

Control deficiency: Subsistence and Travel 




✓ 





3 

Not addressed 

50 

Audit fees not accrued for 

■/ 








1 

New finding 
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Payable 

96 

Payments made in excess of 30 days of invoice 



✓ 



✓ 



3 

Not addressed 

52 

Incorrect allocations in salary related accrued 
amounts 

✓ 






✓ 


1 

Not addressed 

Predetermined objectives 

122 

Inconsistency between the targets in the Annual 
Report and the SDBIP 






✓ 



1 

New finding 

68 

No corrective measures included in the Annual 
Performance Report 


✓ 




✓ 



1 

New finding 

125 

Targets Reported are not measurable 


V 







1 

New finding 

70 

Lack of supporting documentation for actual 
performance 


✓ 




•/ 



1 

New finding 

Provisions 

98 

Deficiencies within revenue management 



✓ 






1 

New finding 

Receivables 

147 

Receivables: No agreement in place 









3 

Not addressed 

118 

Provision for doubtful long term debtors : Selling 
schemes not accounted for 







•/ 


1 

New finding 

120 

Full subsidies not issued to indigent debtors 









1 

New finding 

Reserves 

48 

Accumulated surplus: Opening balance misstated 









1 

New finding 

Revenue 

148 

Valuation roll not uploaded on the municipal website 









3 

Not addressed 

46 

Rates valuation reconciliation - Current year 
opening does not agree to prior year closing 
balance 

✓ 








1 

New finding 

149 

No register for Traffic Fines Book 









3 

Not addressed 

150 

No reconciliation of income received for Fines and 
invoices received. 









3 

Not addressed 

Taxes 

112 

VAT not disclosed on payment basis 

■/ 






✓ 


1 

New finding 

Movable assets 

114 

Capital grant expenditure: Misstatement identified 

■/ 






V' 


1 

New finding 

116 

Existence of assets not verified 

■/ 






✓ 


1 

New finding 

IT environment 

151 

IT governance 




✓ 



✓ 


3 

Not addressed 

153 

Security management 




✓ 





3 

Not addressed 

155 

User access control 




✓ 





3 

Not addressed 
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157 

IT service continuity 







✓ 


3 

Not addressed 
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ANNEXURE A: MATTERS AFFECTING THE AUDITOR’S REPORT 


1. Annual Financial Statements: Misstatements identified 
Audit finding 

Disagreement misstatement: 

According to GRAP 1, the presentation of financial statements; paragraph 120, the notes of the 
annual financial statements shall be presented in a systematic manner. Each line item on the face 
of the statement of financial position, statement of financial performance, statement of changes in 
eguity and cash flow statement shall be cross-referenced to any related information in the notes. 

While performing an audit review of the annual financial statements submitted for audit purposes, it 
was noted that a large volume of inconsistencies had been identified between the statement of 
financial position, statement of financial performance, statement of changes in equity and cash flow 
statement together with the notes to the annual financial statements. An illustration of the 
misstatements is provided below: 

1) Differences identified between the annual financial statements and the notes to the annual 
financial statements: 


Description 

AFS amount 

Note amount 

Note reference 

Difference 

Long-term receivables 

34,854 

34,474 

8,11 and 48 

380.00 

Trade receivables from 
exchange transactions 

789,440 

1,104,226 

15 

-314,786.00 

Other income 

614,698 

203,882 

30 

410,816.00 

Other income (prior year) 

420,792 

235,119 

30 

185,673.00 

Employee costs 

10,633,990 

11,031,490 

31 and 32 

-397,500.00 

Audit fees 

1,030,039 

1,027,623 

54 

2,416.00 

Cash flow at financial year 
end 

7,871,624 

9,973,512 

16 

-2,101,888.00 

Cash flow at financial year 
end 

6,039,024 

6,328,872 

16 

-289,848.00 


2) Differences identified within the notes to the annual financial statements: 


Description 

Note amount 

Note 

reference 

Note amount 

Note 

reference 

Difference 

Housing development 
fund 

0.00 

19 

17,371,791.00 

8 

17,371,791.00 

Property rates 

2,211,469.00 

26 

222,484.00 

27 

1,988,985.00 

Property rates (prior 
year) 

1,607,632.00 

26 

1,616,784.00 

27 

-9,152.00 

Grants and subsidies 

8,182,501.00 

26 

13,732,298.00 

29 

-5,549,797.00 


3) Differences identified between the notes to the annual financial statements and the composition 
of those notes: 


Description 

Note amount 

Note 

reference 

Note amount 

Note 

breakdown 

Difference 

Trade receivables from 
exchange transactions 

2,277,509.00 

13 

2283588 

13 

-6,079.00 
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Description 

Note amount 

Note 

reference 

Note amount 

Note 

breakdown 

Difference 

Provision for 

impairment: non 

exchange transactions 

2,598,127.00 

13 

2110980 

13 

487,147.00 


4) Differences identified between the annual financial statements and the audit casting of the 
amounts: 


Description 

AFS amount 

Audit casting 

Difference 

Trade receivables from 

exchange transactions 

789,440.00 

1,237,439.00 

-447,999.00 

Opening balance accumulated 
surplus previously reported 

104,614,543.00 

103,293,183.00 

1,321,360.00 

Opening balance accumulated 
surplus 

108,194,676.00 

106,819,405.00 

1,375,271.00 

Closing balance accumulated 
surplus 

103,375,991.00 

102,000,720.00 

1,375,271.00 


In addition to the above, the following discrepancies were apparent within the notes to the annual 
financial statements: 

-In note 13, the prior year assessment of rates net balance (91-120 days) is zero, however the 
gross balance less the provision for impairment results in an amount of 1 326 289. 

-In note 13, the trade receivables from non-exchange transactions past due, but not impaired 
equates to 1 362 289, however it should be 1 326 289. 

-In note 43, the changes in working capital figure pertaining to the provision for impairment is 
based on the amount of 789 440, however this amount did not agree to the notes to the annual 
financial statements which is evident from the table illustrated above. 

- Note 6 to the annual financial statements provides the reconciliation of property, plant and 
equipment. It was evident that no depreciation had been provided for infrastructure assets, 
however this is not in accordance with the accounting policy which states that the useful lives of 
infrastructure assets stems between four and fifty years. 

Consequently, the above-mentioned differences may result in material misstatements, and if not 
corrected, may result in the modification of the audit opinion. 

Internal control deficiency 

Leadership 

The leadership of the municipality did not design procedures and policy to ensure accurate 
reporting of financial and performance information including compliance with laws and regulations 
and internal controls. The leadership of the municipality did not encourage and guide management 
in reporting financial and performance reports monthly to facilitate the early identification of 
misstatements. 
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Financial management 

Management did not supervise the preparation of the financial and performance reports and did 
not monitor and review daily discipline and monthly reconciliations that support monthly reporting 
of financial and performance reports including compliance with laws and regulations. 

Recommendation 

It is recommended that management and the leadership of the municipality establishes means to 
supervise, guide, monitor and review the process of preparation and review of financial and 
performance reporting including compliance with laws and regulations. 


Management response 

Refer to our discussion - management will see that the consultancies who prepare the financial 
statements - correct the errors before 24 October 2012, with the final submission of the financial 
statements. 

Name: A Groenewald 
Position: CFO 
Date: 16 October 2012 


Auditor’s conclusion 

The financial statements of the municipality submitted on 31 August 2012 were subject to material 
misstatements, and as a result an adjusted set of annual financial statements were provided to the 
auditors on 10 October 2012. An assessment was performed on these statements which resulted 
in the following errors and inconsistencies. 

Accumulated Surplus: 

The accumulated surplus disclosed in the statement of changes in equity states an opening 
balance as previously reported as at 01 July 2010 and 01 July 2011 to be 139 946 234 and 131 
451 615 where as the prior year annual financial statements stated amounts of 113 570 305 and 
104 614 454 respectively. 

Furthermore, correction of errors as at 01 July 2010 and 01 July 2011 are stated at amounts of 
(867 250) and 3 580 222 whereas note 46 on prior period errors disclosed amounts of 29 979 945 
and 400 019 respectively. In addition the supporting schedules to note 46 has not been furnished 
for audit purposes 

The result of the above will impact of the balancing of the statement of financial position. 

In addition, the correction of errors disclosed in the statement of changes in equity makes 
reference to note 45, however note 45 provided information on related parties. 

Fixed Assets: 

Infrastructure assets under construction disclosed in note 6 to the annual financial statements for 
the 2012 financial year is stated at a negative cost and carrying value of 2 377 082. In addition, a 
column stating “difference” is included in the note which needs to be removed. 
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The PPE reconciliation disclosed in note 6 to the annual financial statements provided a closing 
balance of 135 386 460 for the 2012 financial year where as an amount of 131 125 359 was 
disclosed in the statement of financial position. In addition the prior year closing balance stated an 
amount of 130 929 534 where as the opening balance provided an amount of 130 950 967. 

Grants 

Operating grant expenditure included in general expenses in note 30 to the annual financial 
statements provided an amount of 2 392 830 for the 2012 financial year and (12 000) for the 2011 
financial year, however the sum of the grant expenditure per each source disclosed in note 28 
provided amounts of 2 471 765 and 2 116 181 respectively. 

The sum of the capital grant expenditure disclosed in note 28 for 2011 to the annual financial 
statements for the financial year provided an amount of 5 533 406 whereas note 6 pertaining to 
fixed asset additions disclosed an amount of 685 792. 

The receipts of grants for the 2012 financial year including equitable share disclosed in note 28 to 
the annual financial statements amounted to 19 108 794 whereas note 20 disclosed an amount of 
18 813 203, which both differed from the amount disclosed in the cash flow statement which is 20 
117 907. 

The receipts of grants for the 2011 financial year including equitable share disclosed in note 28 to 
the annual financial statements amounted to 13 984 962 whereas note 20 disclosed an amount of 
14 553 248, which both differed from the amount disclosed in the cash flow statement which is 13 
579 880. 

Note 20 to the annual financial statements made reference to an appendix F which shall provide 
more detail on the conditional grants, however no such appendix was included in the statements. 

It is required that the conditional grant revenue recognised be limited to the grant expenditure 
incurred for the financial year, however this was not evident in both the 2012 and 2011 financial 
years. Regarding the 2012 financial year, total conditional grant revenue recognised in the 
statement of financial performance was 12 939 404, whereas total grant expenditure equated to 12 
124 731. With respect to the 2011 financial year, total conditional grant revenue recognised in the 
statement of financial performance was 7 650 792, whereas total grant expenditure equated to 7 
649 587. 

The casting of the unspent grant liability for the 2012 and 2011 financial years disclosed in note 20 
to the annual financial statements revealed amounts of 2 541 617 and 4 507 734, whereas the 
amounts disclosed was set at 2 496 550 and 4513 368 respectively, which are the amounts 
included in the statement of financial position as well. 

Disclosed in note 20 to the annual financial statements for the 2012 and 2011 financial year are 
amounts for the recognition of prior year expenses. The current year included a positive figure of 
138 383, which should have been a negative figure. 

Note 25 to the annual financial statements pertaining to the 2011 financial year revealed an 
amount of 14 508 270 for grant revenue, whereas the note 28 and the statement of financial 
performance stated an amount of 14 513 530. 

Unspent grant water (2011) provided an amount of (48267) in note 28 whereas note 20 disclosed 
an amount of 283 212. 

Unspent grant community works (2012) development provided an amount of 68 847 in note 28 
whereas note 20 disclosed an amount of 63 213. 
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Unspent grant community works (2011) development provided an amount of 38 842 in note 28 
whereas note 20 disclosed an amount of 33 208. 

Unspent grant refuse for both the 2012 and 2011 financial years disclosed an amount of (70 170) 
in note 28, however no amount was disclosed in note 20. 

Unspent grant DHLGTA for both the 2012 and 2011 financial years disclosed an amount of (563 
461) in note 28, however no amount was disclosed in note 20. 

Unspent grant water for the 2012 financial year disclosed in note 28 to the annual financial 
statements totalled an amount of 1 445 066, however the breakdown of the note disclosed an 
amount of 1 253 149. 

Unspent grant provincial streets for the 2012 financial year disclosed in note 28 to the annual 
financial statements totalled an amount of 32 886; however the breakdown of the note disclosed an 
amount of 0. 

Receivables: 

Note 11 to the annual financial statements pertaining to long-term receivables from exchange 
transactions for housing self-build for the 2012 financial year disclosed a net balance of zero, 
however it should of been 28 706 which is the gross balance of 28 706 less the provision for 
impairment of zero. 

Note 11 to the annual financial statements pertaining to long-term receivables from exchange 
transactions for housing self-build for the 2011 financial year disclosed a balance of 92 678, 
however it the gross balance, provision for impairment and net balance all are disclosed as zero. 

Note 13 to the annual financial statements pertaining to other receivables from exchange 
transactions for assessment rates disclosed an amount of 1 668 168 whereas the breakdown of 
the note provided an amount of 1 659 935. 

Regarding the 2011 financial years note 13 to the annual financial statements pertaining to 
assessment rates for the period 91-120 days net balance, an amount of zero was disclosed, 
whereas the gross balance less the provision for impairment provided an amount of 1 326 289. 

Regarding the 2011 financial years note 13 to the annual financial statements pertaining to 
assessment rates for the period -i-120 days net balance, an amount of 1 326 289 was disclosed, 
whereas the gross balance less the provision for impairment provided an amount of zero. 

Note 15 to the annual financial statements for the 2012 financial year pertaining to trade 
receivables from exchange transactions for the provision for impairment of water provided an 
amount of 352 610, whereas the breakdown of the note disclosed an amount of 407 472. 

Note 15 to the annual financial statements for the 2012 financial year pertaining to trade 
receivables from exchange transactions for the provision for impairment of refuse provided an 
amount of 407 472, whereas the breakdown of the note disclosed an amount of 352 610. 

Note 8 to the annual financial statements pertaining to financial assets: trade receivables from non- 
exchange transactions for the 2012 and 2011 financial years disclosed amounts of 2 287 961 and 
4 915 126, whereas the statement of financial position provided amounts of 2 282 025 and 4 806 
970 respectively. 
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Note 8 to the annual financial statements pertaining to financial assets: trade receivables from 
exchange transactions for the 2011 financial year disclosed an amount of 919 484, whereas the 
statement of financial position provided an amount of 1 039 601. 

Note 48 to the annual financial statements pertaining to risk management for trade receivables 
from non-exchange transactions for the 2012 and 2011 financial years provided amounts of 2 278 
961 and 5 614 387, whereas the statement of financial position disclosed amounts of 2 782 025 
and 4 806 970 respectively. 

Note 48 to the annual financial statements pertaining to risk management for trade receivables 
from exchange transactions for the 2011 financial year provided an amount of 991 663, whereas 
the statement of financial position disclosed an amount of 1 039 601. 

Cash flow statement 

Note 43 which makes reference to the cash generated from operations disclosed an amount of (4 
047 152) as the deficit for the 2011 financial year, whereas the statement of financial performance 
provided a negative amount of 4 041 892. 

The changes in working capital pertaining to trade receivables from non-exchange transactions 
disclosed in note 43 to the annual financial statements provided a movement value of 2 627 165, 
however, per the statement of financial position, the prior year amount of 4 806 970 less the 
current year amount of 2 282 025 provides a figure of 2 524 945. 

The changes in working capital pertaining to trade receivables from exchange transactions 
disclosed in note 43 to the annual financial statements provided a movement value of (2 943 922), 
however, per the statement of financial position, the amount should be (72 614) 

The changes in working capital pertaining to unspent grant liability disclosed in note 43 to the 
annual financial statements provided a movement value of (1 793 495), however, per the 
statement of financial position, the prior year amount of 4 513 368 less the current year amount of 
2 496 550 provides a figure of (2 016 818). 

Cash flow from investing activities disclosed in the cash flow statement pertaining to purchases of 
property, plant and equipment for the 2012 financial year provided an amount of 8 350 207, 
however note 6 which provided the PPE reconciliation disclosed an amount of 9 887 251 for the 
additions during the current financial year. 

Note 6 to the annual financial statements pertaining to the disposals of property, plant and 
equipment for the financial year disclosed an amount of 114 004, however the cash flow from 
investing activities did not include any amount for proceeds received from the disposals of fixed 
assets. 

Cash flow from operating activities disclosed in the cash flow statement pertaining to cash paid to 
employees for the 2012 and 2011 financial years provided amounts of 9 826 742 and 9 890 072 
respectively, however when assessing the employee related costs disclosed in note 31 to the 
annual financial statements, different amounts were obtained. An illustration is provided below: 


Description 

2012 

2011 

Total employee costs 

10,495,256.00 

11,295,396.00 

Less non-cash items: 

636,741.00 

1,483,616.00 

Leave pay provision 

142,191.00 

103,605.00 

Long-service awards provision 

24,543.00 

67,590.00 
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Performance bonus provision 

24,007.00 

8,421.00 

Defined benefit plan 

446,000.00 

1,304,000.00 

Total: 

9,858,515.00 

9,811,780.00 

Cash paid to suppliers: 

9,826,742.00 

9,890,072.00 

Difference: 

31,773.00 

-78,292.00 


Employee costs: 

Assessment of note 31 to the annual financial statements which provided a breakdown of the 
employee costs for the 2012 and 2011 financial years revealed that the closing balance provisions 
were included in the annual figure, instead of the contribution to the provision for the financial year 
which was obtained from note 21 on provisions. An illustration of this is provided below: 

2012 : 


Description 

Note 31 

Note 21 

Difference 

Provision: performance bonus 

116,342.00 

24,007.00 

92,335.00 

Provision: leave gratuity 

167,240.00 

142,191.00 

25,049.00 

Provision: long service awards 

104,959.00 

24,543.00 

80,416.00 


2011 : 


Description 

Note 31 

Note 21 

Difference 

Provision: performance bonus 

92,335.00 

8,421.00 

83,914.00 

Provision: leave gratuity 

117,190.00 

103,605.00 

13,585.00 


Note 31 to the annual financial statements for the 2012 and 2011 financial years pertaining to the 
defined benefit plan costs provided amounts of 379 000 and 1 243 000 whereas note 10 disclosed 
amounts of 446 000 and 1 304 000 respectively. 

Provisions: 

Note 21 to the annual financial statements pertaining to the provisions for performance bonuses 
disclosed an amount of 116 342 for the 2012 financial year, however inspection of supporting 
documentation revealed that an amount of 92 335 was paid in the current financial year, which 
results in the correct balance being 24 007, thus the provision is overstated by 93 335. 

The casting of the 2011 provisions amount disclosed in note 21 to the annual financial statements 
provided an amount of 4 382 435, whereas the note disclosed an amount of 4 355 435. 

Audit Fees: 

Note 54 to the annual financial statements pertaining to audit fees for the 2012 and 2011 financial 
years provided amounts of 1 282 438 and 1 027 623, whereas the audit fee expenditure disclosed 
in note 30 disclosed amounts of 1 276 538 and 1 030 039. 

Debt Impairment: 

Note 15 to the annual financial statements for the 2011 financial year pertaining to the contribution 
to the provision for bad debt impairment disclosed an amount of 214 076, however note 33 and the 
statement of financial position provided an amount of 24 704. 
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Other income: 

Assessment of note 29 to the annual financial statements revealed an amounts of 263 014 and 93 
174 for the 2012 and 2011 financial years respectively. These amounts pertained to “unforeseen 
income which has not been allocated yet. According to the GRAP accounting framework, this is 
incorrect, as all monies received which at the time, is unallocated, needs to be processed to a 
suspense account (liability) and once the municipality has determined to what the monies relate to 
(for example a payment received from a debtor), the suspense account can be debited with the 
receivables balance being credited. As such, the other income is overstated and the liabilities are 
understated by the respective amounts. 

Prior period errors: 

A host of prior period errors have been disclosed in note 46 to the annual financial statements, 
however the nature of these errors have not been disclosed as required per paragraph 51 (a) of 
GRAP 3. 

Capital Commitments: 

Note 44 to the annual financial statements stated that the municipality has no capital 
commitments, however this is incorrect, as there is an unspent portion of the grants which is 
related to capital projects that is disclosed in note 20 the annual financial statements. 

All corrections have been made as required per the annual financial statements submitted on 05 
November 2012. 
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Cash flow statements 

2. Cash flow statement: Misstatements identified 
Audit finding 

Disagreement misstatement: 

According GRAP 2 Cash Flow Statements, paragraph 02 an entity that prepares and presents 
financial statements under the accrual basis of accounting shall prepare a cash flow statement in 
accordance with the requirements of this Standard and shall present it as an integral part of its 
financial statements for each period for which financial statements are presented. 

Audit work performed on the cash flow statement revealed that there were multiple misstatements 
contained within the cash generated from operating activities. An illustration of this is provided in 
the table below: 


Cash flow statement: 

Item 

Auditee 

Audited 

Difference 

Sale of goods and services 

17,129,163.00 

10,428,517.00 

6,700,646.00 

Opening balance trade receivables from exchange 
transactions 


1,039,601.00 


Add: Service revenue (service charges and property 
rates) 


13,372,439.00 


Less: Bad debt expense 


■2,815,431.00 


Less: closing balance trade receivables from exchange 
transactions 


■1,168,092.00 






Grants 

20,117,907.00 

19,039,460.00 

1,078,447.00 

Grant revenue 

20,117,907.00 

19,039,460.00 

1,078,447.00 





Interest income 

768,218.00 

768,218.00 

0.00 

Investments 

308,476.00 

308,476.00 

0.00 

Bank 

212,326.00 

212,326.00 

0.00 

Trade and other receivables 

147,421.00 

147,421.00 

0.00 

Arrear rates 

99,995.00 

99,995.00 

0.00 





Other receipts 

853,046.00 

7,760,001.00 

6,906,955.00 

Opening balance trade receivables from non-exchange 
transactions 


5,005,355.00 


Add receipts (fines, licences, rental, other income and 
agency income) 


4,939,917.00 


Closing balance trade receivables from non-exchange 
transactions 


■2,185,271.00 






Cash paid to employees 

■9,826,742.00 

-9,906,668.00 

79,926.00 

Employee costs 


■8,313,049.00 


Remuneration of councillors 


■1,972,619.00 


Less: defined benefit plan expense 


379,000.00 






Cash paid to suppliers 

16,192,337.00 

15,240,278.00 

-952,059.00 
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Cash flow statement: 

Item 

General expenditure 

Auditee 

Audited 

Difference 


■8,524,525.00 


Repairs and maintenance 


■1,454,425.00 


Bulk purchases 


■4,781,653.00 


Increase in provisions 


362,048.00 


Increase in inventory 


■688,403.00 


Increase in trade payables 


747,212.00 


Decrease in VAT 


530,768.00 


Increase in consumer deposits 


53,483.00 


Other payments: Grants paid 


■1,481,759.00 


Increase in operating lease asset 


■3,024.00 






Finance costs 

■341,020.00 

■341,020.00 

0.00 

Finance costs 

-341,020.00 

■341,020.00 

0.00 





Total cash from operating activities 

12,508,235.00 

12,508,230.00 

5.00 





Acquisition of Property, plant and equipment 

-8,542,609.00 

■8,542,609.00 

0.00 

Acquisition of Intangible assets 

-549,370.00 

■549,370.00 

0.00 

Decrease in long-term receivables 

75,211.00 

75,211.00 

0.00 





Total cash from investing activities 

■9,016,768.00 

■9,016,768.00 

0.00 





Net increase/(decrease) in Cash and cash 
equivalents: 

3,491,467.00 

3,491,462.00 

■5.00 




Cash and cash equivalents at the beginning of the 
period: 

6,326,678.00 

6,326,678.00 

0.00 





Cash and cash equivalents at the end of the year: 

9,818,145.00 

9,818,140.00 

■5.00 


The cause of the finding is the annual financial statements not being submitted within an 
appropriate timeframe for the relevant stakeholders to review. 

Consequently, the following classes of cash activities are misstated: 

Overstatement of sale of goods and services by R6 700 646. 

Overstatement of grants by R1 078 447. 

Understatement of other receipts by R6 906 955. 

Understatement of cash paid to suppliers by R79 926. 

Overstatement of cash paid to employees by R952 059. 
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Internal control deficiency 

Leadership 

The leadership of the municipality did not design procedures and policy to ensure accurate 
reporting of financial and performance information including compliance with laws and regulations 
and internal controls. The leadership of the municipality did not encourage and guide management 
in reporting financial and performance reports monthly to facilitate the early identification of 
misstatements. 

Financial management 

Management did not supervise the preparation of the financial and performance reports and did 
not monitor and review daily discipline and monthly reconciliations that support monthly reporting 
of financial and performance reports including compliance with laws and regulations. 

Recommendation 

It is recommended that management and the leadership of the municipality establishes means to 
supervise, guide, monitor and review the process of preparation and review of financial and 
performance reporting including compliance with laws and regulations. 

Management response 

Information is already provided, information will provide in the final financial statement on 5 
November 2012. 

Name: A Groenewald 
Position: CFO 
Date: 25 October 2012 


Auditor’s conclusion 

Management comments are noted and the corrections have been made accordingly as per the 
annual financial statements received on 05 November 2012. 
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3. Rates valuation reconciliation - Current year opening does not agree to prior year 
closing balance 

Audit finding 

Disagreement misstatement: 

According to GRAP 1, the presentation of financial statements; paragraph 17, the financial 
statements shall present fairly the financial position, financial performance and cash flows of an 
entity. Fair presentation requires the faithful representation of the effects of transactions, other 
events and conditions in accordance with the definitions and recognition criteria for assets, 
liabilities, revenue and expenses set out in the framework for the preparation and presentation of 
financial statements. The application of the standards of GRAP with additional disclosures when 
necessary is presumed to result in financial statements that achieve a fair presentation. 

Contrary to the above the audit work performed on the valuation reconciliation revealed that the 
opening balance of 1 July 2011 did not agree to the closing balance of 30 June 2011 

The following is the differences identified 

As per the reconciliation submitted to the auditor together with the financial statements: 



Total 

Non-rateable 

Rateable 

Closing balance as at 
30 June 2011 

752,838,185 

70,233,790 

682,604,395 

Opening balance as at 

1 July 2011 

750,948,326 

9,675,286 

741,273,040 

Difference 

1,889,859 

60,558,504 

(58,668,645) 


As per the reconciliation submitted to the auditors on 25 October 2012: 



Total 

Non-rateable 

Rateable 

Closing balance as at 
30 June 2011 

752,838,185 

70,233,790 

682,604,395 

Opening balance as at 

1 July 2011 

750,948,326 

15,404,666 

735,543,660 

Difference 

1,889,859 

54,829,124 

(52,939,265) 


The difference between the balance reported on the 30 June 2011 and 1 July 2011 could not be 
explained nor was a detailed breakdown provided for audit purposes, which poses a limitation in 
performing the required audit work. Furthermore, the municipality’s records did not permit the 
application of alternative audit procedures. 

The impact of the finding is that there is a limitation of scope as the reconciling items cannot be 
provided and can therefore not be audited in order to determine whether or not the levies are being 
charged appropriately. The rateable properties have been increased and the non-rateable 
properties have decreased and as this cannot be accounted for this may lead to a misstatement of 
revenue. 
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Consequently, I did not obtain sufficient appropriate audit evidence to satisfy myself as to the 
validity: accuracy and completeness of the measures taken to improve performance. 

Internal control deficiency 

Leadership 

The leadership of the municipality did not design procedures and policy to ensure accurate 
reporting of financial and performance information including compliance with laws and regulations 
and internal controls. The leadership of the municipality did not encourage and guide management 
in reporting financial and performance reports monthly to facilitate the early identification of 
misstatements. 

Financial management 

Management did not supervise the preparation of the financial and performance reports and did 
not monitor and review daily discipline and monthly reconciliations that support monthly reporting 
of financial and performance reports including compliance with laws and regulations. 

Recommendation 

It is recommended that management and the leadership of the municipality establishes means to 
supervise, guide, monitor and review the process of preparation and review of financial and 
performance reporting including compliance with laws and regulations. 

Furthermore, all adjustments to the valuation roll reconciliation should be supported with valid and 
appropriate documentation and reasons. The reconciliation and all adjustments should be 
reviewed by the chief financial officer to confirm the accuracy and completeness. 

Management response 

The comparison between the valuation roll used in 2011 and the one used in 2012 has been 
performed. The ervens that were not taken up into the new Promun system has been identified and 
the municipality is in the process of reconciling and correcting the Promun system. Thus far there 
has been no financial impact on the property rates charged in 2012 and reported in the AFS. The 
municipality will provide the final reconciliation to the audit team by close of business on 2 
November 2012. 

Name: A Groenewald 
Position: CFO 
Date: 31 October 2012 

Auditor’s conclusion 

Management comment is noted and the valuation roll was assessed with its impact on the property 
rates. The annual financial statements submitted on 05 November 2012 were corrected for the 
above mentioned misstatements. 
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Reserves 

4. Accumulated surplus: Opening balance misstated 
Audit finding 

Disagreement misstatement: 

According to GRAP 1, the presentation of financial statements; paragraph 17, the financial 
statements shall present fairly the financial position, financial performance and cash flows of an 
entity. Fair presentation requires the faithful representation of the effects of transactions, other 
events and conditions in accordance with the definitions and recognition criteria for assets, 
liabilities, revenue and expenses set out in the framework for the preparation and presentation of 
financial statements. The application of the standards of GRAP with additional disclosures when 
necessary is presumed to result in financial statements that achieve a fair presentation. 

Audit work performed on accumulated surplus revealed that the opening balance is materially 
misstated as the accuracy of the prior year period errors disclosed in note 46 to the annual 
financial statements is in question. An illustration of the misstatements is provided in the table 
below: 


Account name 

2011 AFS 

2012 AFS 

Difference 

Prior period 
error per 

note 46 

Misstatement 

Statement of financial performance: 

Property rates 

1,623,232.00 

1,452,904.00 

170,328.00 

■8,180.00 

178,508.00 

Fines 

972,313.00 

974,358.00 

■2,045.00 

0.00 

■2,045.00 

Service charges 

9,149,159.00 

9,345,648.00 

■196,489.00 

0.00 

■196,489.00 

Rental income 

541,630.00 

531,743.00 

9,887.00 

■2,113.00 

12,000.00 

Rendering of services 

0.00 

0.00 

0.00 

3,499.00 

■3,499.00 

Interest revenue 

685,823.00 

692,272.00 

■6,449.00 

0.00 

■6,449.00 

Other income 

233,857.00 

187,256.00 

46,601.00 

16,627.00 

29,974.00 

Depreciation and 

impairment 

10,254,957.00 

7,994,270.00 

■2,260,687.00 

■2,230,325.00 

■30,362.00 

Other expenditure 

6,614,264.00 

6,523,775.00 

■90,489.00 

7,194.00 

■97,683.00 

Finance costs 

0.00 

311,280.00 

311,280.00 

289,847.00 

21,433.00 

Employee costs 

10,432,645.00 

8,517,925.00 

■1,914,720.00 

■663,551.00 

■1,251,169.00 

Total: 

■1,345,781.00 

Statement of financial position: 

Receivables: exchange 
transactions 

991,662.00 

1,039,601.00 

47,939.00 

402,198.00 

■354,259.00 

Receivables: non- 

exchange transactions 

5,644,005.00 

5,005,355.00 

■638,650.00 

■801,328.00 

162,678.00 

Property, plant and 
equipment 

102,997,986.00 

133,104,210.00 

30,106,224.00 

28,139,275.00 

1,966,949.00 

Intangible assets 

418,702.00 

444,517.00 

25,815.00 

444,517.00 

■418,702.00 

Investment property 

1,591,600.00 

4,025,900.00 

2,434,300.00 

4,025,980.00 

■1,591,680.00 

Current provisions 

728,369.00 

241,251.00 

487,118.00 

11,035.00 

476,083.00 

Creditors 

642,941.00 

1,494,419.00 

■851,478.00 

■635,572.00 

■215,906.00 

Total: 

25,163.00 
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The net effect on opening balance accumulated surplus as a result of the above mentioned 
misstatements is an overstatement to the value of R1 320 618. 

Consequently, the opening balance accumulated surplus is overstated by an amount of R1 320 
618. 

In addition, the provision for landfill sites was noted to be overstated as the rate of 9.55% was 
applied instead of the investment rate which would be the source of funding of 6.5 %. The effect of 
the this would result in the proposed journal: 


Dr 

Provision 

1,112,875.75 

Or 

Accumulated surplus 

942,590.87 

Or 

Interest expense 

170,284.88 


Internal control deficiency 

Leadership 

The leadership of the municipality did not design procedures and policy to ensure accurate 
reporting of financial and performance information including compliance with laws and regulations 
and internal controls. The leadership of the municipality did not encourage and guide management 
in reporting financial and performance reports monthly to facilitate the early identification of 
misstatements. 

Financial management 

Management did not supervise the preparation of the financial and performance reports and did 
not monitor and review daily discipline and monthly reconciliations that support monthly reporting 
of financial and performance reports including compliance with laws and regulations. 

Recommendation 

It is recommended that management and the leadership of the municipality establishes means to 
supervise, guide, monitor and review the process of preparation and review of financial and 
performance reporting including compliance with laws and regulations. 

Management response 

The correct information will be provided on 05 November 2012. 

Name: A Groenewald 
Position: CFO 
Date: 22 October 2012 

Auditor’s conclusion 

Management comments are noted and the opening balance accumulated surplus was corrected as 
per the annual financial statements submitted on 05 November 2012. 
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Audit fees: 

5. Audit fees not accrued for 
Audit finding 

Disagreement misstatement: 

According to GRAP 1, the presentation of financial statements; paragraph 120, the notes of the 
annual financial statements shall be presented in a systematic manner. Each line item on the face 
of the statement of financial position, statement of financial performance, statement of changes in 
eguity and cash flow statement shall be cross-referenced to any related information in the notes. 

Audit work performed on the audit fee expenditure for the current financial year revealed that the 
municipality disclosed an amount of R1 276 538 which related to the amount paid to the Auditor 
General of South Africa. However, per inspection of the transaction level report and the invoice 
batch pertaining to the audit fees, an amount of billed for the financial year was noted to be R1 567 

737.49, thus the difference of R291 199.49 should have been raised as an accrual, but was not. 

Consequently, audit fee expenditure and trade payables are understated by an amount of R291 

199.49. 

Internal control deficiency 

Leadership 

The leadership of the municipality did not design procedures and policy to ensure accurate 
reporting of financial and performance information including compliance with laws and regulations 
and internal controls. The leadership of the municipality did not encourage and guide management 
in reporting financial and performance reports monthly to facilitate the early identification of 
misstatements. 

Financial management 

Management did not supervise the preparation of the financial and performance reports and did 
not monitor and review daily discipline and monthly reconciliations that support monthly reporting 
of financial and performance reports including compliance with laws and regulations. 

Recommendation 

It is recommended that management and the leadership of the municipality establishes means to 
supervise, guide, monitor and review the process of preparation and review of financial and 
performance reporting including compliance with laws and regulations. 

Furthermore, the municipality should prepare and review monthly creditors reconciliations to 
facilitate the identification of the outstanding amounts owed to the supplier which shall facilitate the 
identification of the accrual amounts and regular payments within 30 days. 

Management response 

Annual Financial statements will be updated and provide on 5 November 2012.11.02 

Name: A Groenewald 

Position: CFO 

Date: 01 November 2012 
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Auditor’s conclusion 

Management comments are noted and the corrections have been processed accordingly as per 
the annual financial statements received on 05 November 2012. 
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Payable 

6. Incorrect allocations in salary related accrued amounts 
Audit finding 

Disagreement misstatement: 

According to GRAP 1, the presentation of financial statements; paragraph 17, the financial 
statements shall present fairly the financial position, financial performance and cash flows of an 
entity. Fair presentation requires the faithful representation of the effects of transactions, other 
events and conditions in accordance with the definitions and recognition criteria for assets, 
liabilities, revenue and expenses set out in the framework for the preparation and presentation of 
financial statements. The application of the standards of GRAP with additional disclosures when 
necessary is presumed to result in financial statements that achieve a fair presentation. 

Audit work performed on trade payables revealed that a salary suspense account to the value of 
R112 350 had not been cleared at financial year end. Scrutiny of this account further revealed a 
vast number of debits and credits which were processed to this account. 

It should be understood that the time period for transactions to be included in the suspense 
account be limited to a temporary basis and furthermore the utilization of this account should not 
be for the basis of including all transactions for which no audit trail exists. 

In addition the salary suspense account included "debits" to the value of R99 213 which thus 
reduced the liability at financial year end. The municipality should not net off the "debits" and 
"credits" contained in the suspense account, however recognise the "debits" as a receivable 
suspense account and the "credits" as the payable suspense account. 

Furthermore, the host of transactions included in the salary suspense account could not be 
supported with its original transaction/audit trail such as an original journal entry which would 
document the other leg of the transaction. 

Consequently, if these items remain within the suspense account, and not identified as to what it 
pertains to, it may result in the third party accruing interest and thus leading to the incurrence of 
fruitless and wasteful expenditure. In addition, by not furnishing the supporting evidence as to the 
original journal entry, the auditors may be unable to determine as to whether the other side of the 
journal entry is accurate and complete. 

Internal control deficiency 

Leadership 

The leadership of the municipality did not design procedures and policy to ensure accurate 
reporting of financial and performance information including compliance with laws and regulations 
and internal controls. The leadership of the municipality did not encourage and guide management 
in reporting financial and performance reports monthly to facilitate the early identification of 
misstatements. 


Financial management 


Management did not supervise the preparation of the financial and performance reports and did 
not monitor and review daily discipline and monthly reconciliations that support monthly reporting 
of financial and performance reports including compliance with laws and regulations. 
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Recommendation 

It is recommended that management and the leadership of the municipality establishes means to 
supervise, guide, monitor and review the process of preparation and review of financial and 
performance reporting including compliance with laws and regulations 

Furthermore, management need to perform a monthly review of all suspense accounts in detail 
and relate each transaction to its source which would facilitate the timely removal of transactions 
from the suspense account to its appropriate account. 


Management response 

Suspense account will be analyzed and reclassified. 

Name: A Groenewald 
Position: CFO 
Date: 31 October 2012 

Auditor’s conclusion 

Management comments are noted. The suspense account listing was analyzed and tested. The 
net effect of the above is that the municipality has not been able to sufficiently and adequately 
identify the amounts contained in the suspense account, and its "source" and have thus processed 
journal entries which lacks accounting logic as the instances were identified where the suspense 
account was credited and debited (meaning no effect) plus no supporting documentation could be 
provided for the movements of the suspense account to other control accounts. As a result, it can 
be concluded that the suspense account is misstated and has not been corrected. The sum of the 
debits and credits in the original amount will be taken to the schedule of uncorrected 
misstatements. 

Date: 31 October 2012 

Subsequent analysis of the suspense accounts were received and based on our verification the 
balance remaining in the suspense accounts is valid, accurate and complete. 

Date: 16 November 2012 
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Operating expenditure 

7. Operating grant expenditure: Incorrect classification 
Audit finding 

Disagreement misstatement: 

In terms of section 62(1) of the Municipal Finance Management Act, the accounting officer of a 
municipality is responsible for the managing the financial administration of the municipality, and 
must for this purpose take reasonable steps to ensure that the municipality has and maintains 
effective, efficient and transparent systems of financial and risk management and internal control. 

Audit work performed on government grants revealed that an amount of R588 080.05 had been 
incorrectly processed to operating expenditure instead of grant expenditure in the statement of 
financial performance. It is imperative that the expenditure be appropriately classified and thus 
linked to the nature of the expense transaction, so as to facilitate an understanding of the 
utilization of grant funds. An illustration of this is provided in the table below: 


Grant expenditure per register for grants 

2,980,910.05 

Grant expenditure per AFS 

2,392,830.00 

Amount incorrectly classified as operating expenditure 

588,080.05 


Consequently, operating expenditure is overstated, while grant expenditure is understated by an 
amount of R588 080.05 

Internal control deficiency 

Leadership 

The leadership of the municipality did not design procedures and policy to ensure accurate 
reporting of financial and performance information including compliance with laws and regulations 
and internal controls. The leadership of the municipality did not encourage and guide management 
in reporting financial and performance reports monthly to facilitate the early identification of 
misstatements. 

Financial management 

Management did not supervise the preparation of the financial and performance reports and did 
not monitor and review daily discipline and monthly reconciliations that support monthly reporting 
of financial and performance reports including compliance with laws and regulations. 

Recommendation 

It is recommended that management and the leadership of the municipality establishes means to 
supervise, guide, monitor and review the process of preparation and review of financial and 
performance reporting including compliance with laws and regulations. 

Furthermore, a comprehensive grant register should be maintained and reviewed on a monthly 
basis following which the input details of the annual financial statements be drawn from this 
register to facilitate accurate and complete financial reporting. 
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Management response 

The corrections will be made. 

Name: A Groenewald 
Position: CFO 
Date: 31 October 2012 


Auditor’s conclusion 

Management comments noted and the corrections have been processed, however an amount of 
R19 578.07 of operating grant expenditure and grant revenue was overstated and thus will be 
taken to the schedule of uncorrected misstatements. 
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8. Irregular expenditure: Misstatements identified 
Audit finding 

Disagreement misstatement: 

According to section 4 (d) of the Public Audit Act number 25 of 2004, the Auditor General must 
audit and report on the accounts, financial statements, and financial management of all 
municipalities. 

In terms of section 62(1) (c) (i) of the Municipal Finance Management Act, the accounting officer of 
a municipality is responsible for managing the financial administration of the municipality, and must 
for this purpose, take all reasonable steps to ensure that the municipality has and maintains an 
effective, efficient and transparent system of financial and risk management and internal control. 

Audit work performed on procurement and contract management revealed that the municipality 
disclosed payments made to the Auditor General of South Africa to the value of R1 276 538 as 
irregular expenditure. The municipality needs to understand that it is the mandate and legislative 
requirement for the Auditor General to provide services to the municipality and thus all fees paid to 
the Auditor General would be deemed as an exception to the rule. 

In addition, as a result of the absence of a supply chain management unit at the municipality, all 
expenditure was deemed irregular, however per a reconciliation performed of all expenditure listed 
in the general ledger and annual financial statements, the irregular expenditure disclosed was 
found to be misstated as follows: 


Description 

Amount 

General expenses 

8,443,676.00 

Repairs and maintenance 

1,454,425.00 

Contracted services 

73,018.00 

Total purchases 

9,971,119.00 

Removal of items: 


Bank charges 

118,879.00 

Bargaining council 

2,273.00 

Auditors remuneration 

1,276,538.00 

Irregular expenditure that should have been disclosed 

8,573,429.00 

Irregular expenditure disclosed in note 55 to the AFS 

7,018,687.00 

Difference: 

1,554,742.00 


Consequently, the irregular expenditure is under-stated by an amount of R1 554 742. 

Internal control deficiency 

Leadership 

The leadership of the municipality did not design procedures and policy to ensure accurate 
reporting of financial and performance information including compliance with laws and regulations 
and internal controls. The leadership of the municipality did not encourage and guide management 
in reporting financial and performance reports monthly to facilitate the early identification of 
misstatements. 
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Financial management 

Management did not supervise the preparation of the financial and performance reports and did 
not monitor and review daily discipline and monthly reconciliations that support monthly reporting 
of financial and performance reports including compliance with laws and regulations. 

Recommendation 

It is recommended that management and the leadership of the municipality establishes means to 
supervise, guide, monitor and review the process of preparation and review of financial and 
performance reporting including compliance with laws and regulations. 

Furthermore, the municipality should prepare and review monthly schedules which detail the 
irregular expenditure identified and whether or not it is condoned in order to facilitate the accurate 
and complete financial statement disclosure thereof. 

Management response 

Correction will be processes and provided with the final financial statements on 5 November 2012. 

Name: A Groenewald 
Position: CFO 
Date: 30 October 2012 

Auditor’s conclusion 

Management comments are noted and the corrections have been processed accordingly per the 
annual financial statements received on 05 November 2012. 
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9. Budget versus actual reconciliation misstatements identified: 


Audit finding 

Disagreement misstatement: 

According to paragraph 12 of GRAP 24 on the presentation of budget information in the annual 
financial statements, an entity shall present a comparison of the budget amounts for which it is 
held publicly accountable and actual amounts either as a separate additional financial statement or 
as additional budget columns in the financial statements currently presented in accordance with 
standards of GRAP. The comparison of budget and actual amounts shall present separately for 
each level of legislative oversight: 

a) The approved and final budget amounts, 

b) The actual amounts on a comparable basis, and 

c) By way of note disclosure, an explanation of material differences between the budget for which 
the entity is held publicly accountable and actual amounts, unless such explanation is included in 
other public documents issued in conjunction with the financial statements, and a cross-reference 
to those documents is made in the notes. 

Audit work performed on the reconciliation performed between actual and budgeted performance 
for the year revealed the following discrepancies: 


Description 

Auditee amount 

Audited amount 

Net surplus per AFS: 

1,590,892.00 

1,590,892.00 

Add contribution to provision for debt 
impairment 

2,815,431.00 

2,815,431.00 

Less movement in provision 

-535,874.00 

253,851.00 

Add finance costs 

341,020.00 

341,020.00 

Timing difference of income accrued 

5,620,424.00 

5,620,424.00 

Timing difference of expenditure accrued 

-37,801,083.00 

-37,801,083.00 

Net deficit per approved budget 

■27,969,190.00 

■18,078,000.00 

Un-reconciled differences: 

-9,101,465.00 


Per the above mentioned recalculation of the budget to actual performance comparison, it should 
be noted that the discrepancies pertain to the fact that the movement in the provisions for the 
current financial year per note 21 to the annual financial statements amounted to R253 851 which 
was not included in the approved adjusted budget. Furthermore, the municipality aimed to 
reconcile to the incorrect budgeted net deficit, as the approved adjusted budget provided a net 
deficit of R18 078 000, resulting in un-reconciled differences of R9 101 465. 

It should be mentioned that the municipality provide a detailed budget to actual performance 
comparison and not group the comparison of income and expenditure as "timing differences" as it 
could be seen as the "balancing figure". 

Consequently, the actual to budget performance comparison does not reconcile which may pose 
the question of unaccounted for income and expenditure. 
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Internal control deficiency 

Leadership 

The leadership of the municipality did not design procedures and policy to ensure accurate 
reporting of financial and performance information including compliance with laws and regulations 
and internal controls. The leadership of the municipality did not encourage and guide management 
in reporting financial and performance reports monthly to facilitate the early identification of 
misstatements. 

Financial management 

Management did not supervise the preparation of the financial and performance reports and did 
not monitor and review daily discipline and monthly reconciliations that support monthly reporting 
of financial and performance reports including compliance with laws and regulations. 

Recommendation 

It is recommended that management and the leadership of the municipality establishes means to 
supervise, guide, monitor and review the process of preparation and review of financial and 
performance reporting including compliance with laws and regulations. 

Management response 

Appendix E and note 54 will be updated with all information of preceding communication of audit 
findings and presented on 5 November 2012. 

Name: A Groenewald 
Position: CFO 
Date: 31 October 2012 

Auditor’s conclusion 

Management comments are noted and the corrections have been processed accordingly in the 
annual financial statements received on 05 November 2012. 
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Immovable assets: 

10. Investment Property - Municipality Title Deed ownership unknown 
Audit finding 

Disagreement misstatement: 

According to section 63 of the Municipal Financial Management Act, the accounting officer of the 
municipality is responsible for the management of the assets of the municipality, including the 
safeguarding and maintenance of those assets, and must take all reasonable steps to ensure that 
the municipality has and maintains a management, accounting and information system that 
accounts for the assets of the municipality and that the they are valued in accordance with 
standards of GRAP. 

During the testing of Investment Property, the following property recorded on the municipality's 
asset register reflected an 'unknown' under ownership: 


No 

Asset 

number 

Asset description 

Value 

Name 

1 

7777 

LAND ERF 1566 Kambroo Street Laingsburg RESIDENTIAL VACANT 

111 000,00 

Unknown 

2 

7775 

LAND ERF 1542 Kambroo Street 17 Laingsburg RESIDENTIAL VACANT 

19 750,00 

Unknown 

3 

7776 

LAND ERF 1543 Kambroo Street 19 Laingsburg RESIDENTIAL VACANT 

19 900,00 

Unknown 


150 650.00 


Land is overstated by R150 650. The projected misstatement is R1 104 934, 68. 

Internal control deficiency 

Leadership 

The leadership of the municipality did not design procedures and policy to ensure accurate 
reporting of financial and performance information including compliance with laws and regulations 
and internal controls. The leadership of the municipality did not encourage and guide management 
in reporting financial and performance reports monthly to facilitate the early identification of 
misstatements. 

Financial management 

Management did not supervise the preparation of the financial and performance reports and did 
not monitor and review daily discipline and monthly reconciliations that support monthly reporting 
of financial and performance reports including compliance with laws and regulations. 

Recommendation 

It is recommended that management and the leadership of the municipality establishes means to 
supervise, guide, monitor and review the process of preparation and review of financial and 
performance reporting including compliance with laws and regulations. 

Furthermore, the municipality should perform an exercise in which they verify all land that is under 
their ownership which would include the land being supported by the respective title deeds. 

Management response 

Laingsburg Municipality disagree to the extrapolation of R1 104 934, 68, and will additionally 
reconcile the Asset register with the valuation roll. 
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Name: A Groenewald 

Position: CFO 

Date: 01 November 2012 

Auditor’s conclusion 

Management comments are noted, and per the revisiting of the population, management has 
corrected the investment property account balance as required per the annual financial statements 
received on 05 November 2012. 
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11. Assets - Variances between the Asset Register and the valuation Roll 
Audit finding 

Disagreement misstatement: 

According to section 63 of the Municipal Financial Management Act, the accounting officer of the 
municipality is responsible for the management of the assets of the municipality, including the 
safeguarding and maintenance of those assets, and must take all reasonable steps to ensure that 
the municipality has and maintains a management, accounting and information system that 
accounts for the assets of the municipality and that the they are valued in accordance with 
standards of GRAP. 

During the reconciliation of the asset register and the valuation roll for land, the following land 
could not be traced to the asset register: 


SG Number 

ERF 

Owners 

Address 

Extent 

Value 

C04300010000242900000 

23 

Distriksraad- 
Sentrale Karoo 

Matjiesfontein 

485 

12 000 

C04300010000175100000 

102 

MUNISIPALITEIT 

ZOUTE KLOOF 

3434693 

3 105 000 

C04300010000241600000 

148 

Laingsburg 

MATJIESFONTEIN 

37712 

63 800 

C04300010000124700000 

1247 

Laingsburg 

Van Riebeeck Street 
22 

1480 

96 500 

C04300010000135100000 

1351 

Laingsburg 

8th Ave 90 

425 

34 350 

C04300010000177100000 

1771 

Laingsburg 

1st Ave 19 

434 

22 150 

C04300010000187800000 

1878 

Laingsburg 

2nd Ave 49 

454 

22 300 

C04300010000006900000 

2177 

Laingsburg 

Granaat Street 54 

245 

22 600 

C04300010000007800000 

2184 

Karoolis Alet 

Granaat Street 68 

254 

26 600 

C04300010000068500000 

2321 

Laingsburg 

River Street 50 

254 

25 800 


3 431 100 


The valuation roll was not reconciled to the asset register. The consultants had made adjustments 
to the asset register, as per prior year findings. They also updated the register prior to year end, 
but some of the land on the valuation roll was still not updated. 

The variances will result in land on the asset register being under-stated by R3 431 100. 

Internal control deficiency 

Leadership 

The leadership of the municipality did not design procedures and policy to ensure accurate 
reporting of financial and performance information including compliance with laws and regulations 
and internal controls. The leadership of the municipality did not encourage and guide management 
in reporting financial and performance reports monthly to facilitate the early identification of 
misstatements. 

Financial management 

Management did not supervise the preparation of the financial and performance reports and did 
not monitor and review daily discipline and monthly reconciliations that support monthly reporting 
of financial and performance reports including compliance with laws and regulations. 
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Recommendation 

It is recommended that management and the leadership of the municipality establishes means to 
supervise, guide, monitor and review the process of preparation and review of financial and 
performance reporting including compliance with laws and regulations. 

In addition, the municipality should prepare and review monthly reconciliations between the fixed 
asset register and the valuation roll which shall facilitate the identification of reconciling items which 
should be followed up and cleared on a timely basis. 

Management response 

Laingsburg Municipality want to comment as follows: 

1. Agree 

2. Disagree, on asset register only the value must be adjusted 

3. Disagree - undeveloped Tab 

4. Agree 

5. Disagree - Land Tab 

6. Disagree - Land Tab 

7. Disagree - Land Tab 

8. Disagree - Land Tab 

9. Disagree not Municipal property - proof attached- fine 

10. Agree 

Additional to this a proper reconciliation will be done between Asset register and Valuation roll. 

Name: A Groenewald 

Position: CFO 

Date: 01 November 2012 

Auditor’s conclusion 

Management comments are noted, and per the revisiting of the population, management has 
corrected the land account balance as required per the annual financial statements received on 05 
November 2012. 
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12. Inventory: Water Losses inaccurately disclosed 
Audit finding 

Disagreement misstatement: 

According to GRAP 1 paragraph 118 (b) on the presentation of financial statements, the notes 
shall disclose the Information required by standards of GRAP that Is not presented on the face of 
the statement of financial position, statement of financial performance, statement of changes In net 
assets, cash flow statement or statement of comparison of budget to actual amounts. 

Audit work performed on inventory revealed that the municipality disclosed water losses of 25% 
which equates to a rand value of R348 638 for the financial year, however the formula utilized to 
perform such a calculation was incorrect as it failed to include the volume of the opening and 
closing balance water. An illustration of this is provided below: 


Reconciliation of water losses 

Opening balance 

573 

Add: Purified litres 

454 531 

Less: Closing litres 

3 917 

Litres that should have been sold 

451 187 

Litres that were actually sold 

348 417 

Difference 

102 770 

% water loss 

22.78% 


The audit reconciliation provides a water loss of 29.5% which equates to a rand value of R317 
678 which results in the note 27 to the annual financial statements being incorrect. 

Consequently, the water losses percentage and rand value disclosed in note 27 to the annual 
financial statements is misstated by 2.22% and R30 959 respectively. 

Internal control deficiency 

Leadership 

The leadership of the municipality did not design procedures and policy to ensure accurate 
reporting of financial and performance information including compliance with laws and regulations 
and internal controls. The leadership of the municipality did not encourage and guide management 
in reporting financial and performance reports monthly to facilitate the early identification of 
misstatements. 

Financial management 

Management did not supervise the preparation of the financial and performance reports and did 
not monitor and review daily discipline and monthly reconciliations that support monthly reporting 
of financial and performance reports including compliance with laws and regulations. 

Recommendation 

It is recommended that management and the leadership of the municipality establishes means to 
supervise, guide, monitor and review the process of preparation and review of financial and 
performance reporting including compliance with laws and regulations. 

In addition, the municipality should apply the formula in the nature of the audit finding to calculate 
the water losses for the financial year. The water losses calculation should be performed on a 
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monthly basis and reviewed by a senior official whom understands the GRAP accounting 
framework. 

Management response 

The adjustment will be corrected in the financial statements to be provided by 5 November 2012. 

Name: A Groenewald 
Position: CFO 
Date: 18 October 2012 

Auditor’s conclusion 

Management comment noted and the correct water loss percentage was disclosed in the annual 
financial statements submitted on 05 November 2012. 
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Fixed Assets: 

13. Fixed assets: Accounting policy does not agree to the fixed asset register for the 
estimated useful lives 

Audit finding 

Disagreement misstatement: 

According to the municipality's accounting policy, property, plant and equipment is carried at cost 
less accumulated depreciation and any impairment losses. Property, plant and equipment are 
depreciated on the straight line basis over their expected useful lives to their estimated residual 
value. 

During the testing of depreciation, discrepancies were identified between the estimated useful life 
disclosed in the fixed asset register and the accounting policy. 

The use of the incorrect useful lives was due to the fact that the municipality utilized transitional 
provisions of Directive 4. 

The use of the incorrect useful lives could result in a misstatement of assets on the APS. 

Internal control deficiency 

Leadership 

The leadership of the municipality did not design procedures and policy to ensure accurate 
reporting of financial and performance information including compliance with laws and regulations 
and internal controls. The leadership of the municipality did not encourage and guide management 
in reporting financial and performance reports monthly to facilitate the early identification of 
misstatements. 

Financial management 

Management did not supervise the preparation of the financial and performance reports and did 
not monitor and review daily discipline and monthly reconciliations that support monthly reporting 
of financial and performance reports including compliance with laws and regulations. 

Recommendation 

It is recommended that management and the leadership of the municipality establishes means to 
supervise, guide, monitor and review the process of preparation and review of financial and 
performance reporting including compliance with laws and regulations. 

In addition, the municipality should ensure that the accounting policy depreciation method and 
rates match the method and rates contained and applied within the fixed asset register. 

Management response 

Policy will be amended according to asset register. 

Name: A Groenewald 

Position: CFO 

Date: 01 November 2012 
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Auditor’s conclusion 

Management comments are noted and the accounting policy was updated per the annual financial 
statements received on 05 November 2012. 
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Predetermined objectives 

14. No Corrective measures included in the Annual Performance Report 

Audit finding 

Non-compliance: 

According to section 46(1) (c) of the Municipal Systems Act number 32 of 2000, the annual 
performance report of the municipality should reflect measures taken to improve performance. 

In terms of General Notice Regulation796 of 24 August 2001, Local Government: Municipal 
Planning and Performance Management Regulations, 2001, Regulation 13 Monitoring, 
measurement and review of performance. 

(1) A municipality must, after consultation with the local community, develop and implement 
mechanisms, systems and processes for the monitoring, measurement and review of 
performance in respect of the key performance indicators and performance targets set by it. 

(2) The mechanisms, systems and processes for monitoring in terms of sub regulation(l) must 

(a) Provide for reporting to the municipal council at least twice a year; 

(b) Be designed in a manner that enables the municipality to detect early indications of under- 
performance; and provide for corrective measures where under-performance has been 
identified 

Contrary to the above requirements, no measures were documented in the annual performance 
report to improve performance for the following under-achievement of municipal objectives: 

A total of 82 objectives and KPI’s have been tested which resulted in 16 errors giving a 20% error 
percentage, the following is a summary of all the errors found 


Number 

Key performance indicator 

Reported 

target 

Actual 

1 

Implementation of Integrated Human Settlement Strategy 

39 

0 

2 

Upgrading of sport field in Matjiesfontein 

1 

0 

3 

Improvement of sanitation systems 

1 

0 

4 

No of Section 57 performance agreements signed by the end 
of July 

1 

0 

5 

Functional audit committee measured by the number of 
meetings per annum 

4 

3 

6 

Review the anti-corruption policy 

1 

0 

7 

Integrated development planning measured by the alignment 
of the municipal spending with IDP 

1 

0 

8 

Financial viability measured in terms of the available cash to 
cover fixed operating expenditure 

1 

0 

9 

Financial viability measured in terms of the municipality's 
ability to meet it's service debt obligations 

0.7 

0 

10 

Financial viability measured in terms of the outstanding 
service debtors 

18 

0 

11 

Improved revenue collection 

0.6 

0.3 

12 

Improvement in capital conditional grant spending measured 
by the % spent 

1 

0.4 

13 

Improvement in operational conditional grant spending 
measured by the % spent 

1 

0.4 
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Number 

Key performance indicator 

Reported 

target 

Actual 

14 

Effective labour relations by facilitating regular LLF meetings 
per annum 

6 

5 

15 

Revise identified HR policies by the end of June to ensure 
compliant and up to date HR policies 

3 

0 

16 

Creation of an effective institution with sustainable capacity 

0.05 

0.0375 


The impact of the finding results in non-compliance with the applicable legislation. The incomplete 
performance reporting negatively impacts the municipality in that action required in order to meet 
service delivery requirements are not taken in an effective and timely manner. 

Internal control deficiency 

Leadership - Exercise oversight responsibility regarding financial and performance reporting and 

compliance and related internal controls. 

Processes per the performance management system were not effectively implemented and 
monitored to detect early indications of underperformance, and provide corrective measures to 
address these areas. 

Recommendation 

The officials responsible for feeding information into the annual performance report should be 
alerted to the fact that not only should there be reporting against the target, but reasons for not 
achieving the target and measures to improve performance should also be reflected in the annual 
performance report. 

Management response 

Execution of recommendation will be done. 

Name: A Groenewald 
Position: CFO 
Date: 18 October 2012 

Auditor’s conclusion 

Management comments are noted and the audit finding will be included in the auditor’s report as 
non-compliance. 
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15. Predetermined Objectives: Lack of supporting documentation 

Audit finding 

Non-compliance: 

The National Treasury Framework for managing programme performance information (FMPPI) 
requires that documentation addressing the systems and processes for identifying, collecting, 
collating, verifying and storing information be properly maintained 

The municipality could not provide sufficient appropriate evidence to support any of the selected 
development priorities/objectives listed below which represent 100% of the sample selected. 


No 

Ref 

Directive 

Objective 

Indicator 

Actual 

Target 

1 

TL9 

Finance and 
Administration 

Extend basic 

infrastructure and 

services to all residents in 
Laingsburg; provide all 
indigent households with 
basic services according 
to national standards and 
income 

Provision of free 
basic electricity in 
terms of the 
equitable share 
requirements 

50 

50 

2 

TL8 

Finance and 
Administration 

Extend basic 

infrastructure and 

services to all residents in 
Laingsburg: provide all 
indigent households with 
basic services according 
to national standards and 
income 

Provision of free 
basic electricity in 
terms of the 
equitable share 
requirements, 
including Eskom 
areas 

637.75 

667 

3 

TL7 

Finance and 
Administration 

Extend basic 

infrastructure and 

services to all residents in 
Laingsburg; provide all 
indigent households with 
basic services according 
to national standards and 
income 

Provision of 

electricity that are 
connected to the 
national grid to all 
formal areas 

547.75 

577 

4 

TLll 

Finance and 
Administration 

Extend basic 

infrastructure and 

services to all residents in 
Laingsburg; provide all 
indigent households with 
basic services according 
to national standards and 
income 

Provision of free 
basic refuse 

removal in terms 
of the equitable 
share 

requirements 

601.75 

631 

5 

TL12 

Finance and 
Administration 

Extend basic 

infrastructure and 

services to all residents in 
Laingsburg; provide all 
indigent households with 
basic services according 
to national standards and 
income 

Provision of free 
basic refuse 

removal in terms 
of the equitable 
share 

requirements 

60.99 

60.99 


70 


Management report of Laingsburg Municipality 2012 


No 

Ref 

Directive 

Objective 

Indicator 

Actual 

Target 

6 

TLIO 

Finance and 
Administration 

Extend basic 

infrastructure and 

services to all residents in 
Laingsburg; provide all 
indigent households with 
basic services according 
to national standards and 
income 

Provision of 

refuse removal, 
refuse dumps 

and solid waste 
disposal to all 
formal areas 

1193 

1,222 

7 

TL5 

Finance and 
Administration 

Extend basic 

infrastructure and 

services to all residents in 
Laingsburg; provide all 
indigent households with 
basic services according 
to national standards and 
income 

Provision of free 
basic sanitation in 
terms of the 
equitable share 
requirements 

601.75 

631 

8 

TL6 

Finance and 
Administration 

Extend basic 

infrastructure and 

services to all residents in 
Laingsburg; provide all 
indigent households with 
basic services according 
to national standards and 
income 

Provision of free 
basic sanitation in 
terms of the 
equitable share 
requirements 

R 

84.41 

R 

84.41 

9 

TL4 

Finance and 
Administration 

Extend basic 

infrastructure and 

services to all residents in 
Laingsburg; provide all 
indigent households with 
basic services according 
to national standards and 
income 

Provision of 

sanitation 
systems limited to 
domestic waste 
water and 

sewerage 
disposal to formal 
HH 

1193 

1,222 

10 

TL2 

Finance and 
Administration 

Extend basic 

infrastructure and 

services to all residents in 
Laingsburg; provide all 
indigent households with 
basic services according 
to national standards and 
income 

Provision of free 
basic water in 
terms of the 
equitable share 
requirements 

1831 

1,253 

11 

TL3 

Finance and 
Administration 

Extend basic 

infrastructure and 

services to all residents in 
Laingsburg; provide all 
indigent households with 
basic services according 
to national standards and 
income 

Quantum of free 
basic water per 
household in 

terms of the 
equitable share 
requirements 

10 

10 

12 

TLl 

Finance and 
Administration 

Extend basic 

infrastructure and 

services to all residents in 
Laingsburg; provide all 
indigent households with 
basic services according 

Provision of 

cleaned piped 

water to all formal 
HH within 200m 
from the 

household 

1831 

1,253 
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No 

Ref 

Directive 

Objective 

Indicator 

Actual 

Target 




to national standards and 
income 




13 

TL50 

Technical 

Services 

Extend basic 

infrastructure and 

services to all residents in 
Laingsburg; provide all 
indigent households with 
basic services according 
to national standards and 
income 

Upgrading of the 
community hall in 
Laingsburg 

100% 

100% 

14 

TL48 

Technical 

Services 

Extend basic 

infrastructure and 

services to all residents in 
Laingsburg: provide all 
indigent households with 
basic services according 
to national standards and 
income 

Maintain 

infrastructure with 
the spending of 
the approved 

maintenance 
budget 

100% 

100% 

15 

TL63 

Technical 

Services 

Extend basic 

infrastructure and 

services to all residents in 
Laingsburg: provide all 
indigent households with 
basic services according 
to national standards and 
income 

Effective 

management of 
electricity 
provisioning 
systems 

20.25% 

10% 

16 

TL51 

Technical 

Services 

Extend basic 

infrastructure and 

services to all residents in 
Laingsburg; provide all 
indigent households with 
basic services according 
to national standards and 
income 

Implementation of 
Integrated 

Human 

Settlement 

Strategy 

0 

39 

17 

TL59 

Technical 

Services 

Extend basic 

infrastructure and 

services to all residents in 
Laingsburg; provide all 
indigent households with 
basic services according 
to national standards and 
income 

Municipal roads 
is maintained 

measured by the 
kms/square 
meters of roads 
patched and 

resealed 

according to 

approved 
maintenance plan 

350 

350 

18 

TL49 

Technical 

Services 

Extend basic 

infrastructure and 

services to all residents in 
Laingsburg; provide all 
indigent households with 
basic services according 
to national standards and 

Municipal parks 
and recreational 
areas is provided 
to all HH 

measured by the 
no of HH with 
access to 

4 

4 
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No 

Ref 

Directive 

Objective 

Indicator 

Actual 

Target 




income 

recreational 

areas 



19 

TL54 

Technical 

Services 

Extend basic 

infrastructure and 

services to all residents in 
Laingsburg; provide all 
indigent households with 
basic services according 
to national standards and 
income 

Upgrading of 

sportfield in 

Matjiesfontein 

0 

100% 

20 

TL57 

Technical 

Services 

Extend basic 

infrastructure and 

services to all residents in 
Laingsburg; provide all 
indigent households with 
basic services according 
to national standards and 
income 

Improvement of 

sanitation 

systems 

0 

100% 

21 

TL56 

Technical 

Services 

Extend basic 

infrastructure and 

services to all residents in 
Laingsburg; provide all 
indigent households with 
basic services according 
to national standards and 
income 

Maintenance of 
road and storm 
water assets 

100% 

100% 

22 

TL55 

Technical 

Services 

Extend basic 

infrastructure and 

services to all residents in 
Laingsburg; provide all 
indigent households with 
basic services according 
to national standards and 
income 

Provision of 

storm water 

management 
systems in built 
up areas to all 
formal HH 

100% 

100% 

23 

TL58 

Technical 

Services 

Extend basic 

infrastructure and 

services to all residents in 
Laingsburg; provide all 
indigent households with 
basic services according 
to national standards and 
income 

Quality of waste 
water discharge 
measured by the 
% water quality 
level 

79.75% 

89% 

24 

TL60 

Technical 

Services 

Extend basic 

infrastructure and 

services to all residents in 
Laingsburg; provide all 
indigent households with 
basic services according 
to national standards and 
income 

Effective 

management of 
water 

provisioning 
systems to limit 
unaccounted 
water 

34.50% 

30% 


73 


Management report of Laingsburg Municipality 2012 


No 

Ref 

Directive 

Objective 

Indicator 

Actual 

Target 

25 

TL62 

Technical 

Services 

Extend basic 

infrastructure and 

services to all residents in 
Laingsburg; provide all 
indigent households with 
basic services according 
to national standards and 
income 

Development or 
implementation of 
a Water Demand 
Management 
plan 

50% 

50% 

26 

TL61 

Technical 

Services 

Extend basic 

infrastructure and 

services to all residents in 
Laingsburg; provide all 
indigent households with 
basic services according 
to national standards and 
income 

Excellent water 
quality measured 
by the quality of 
water as per blue 
drop or SANS 
242 criteria 

68.75% 

79% 

27 

TL19 

Finance and 
Administration 

To create an institution 
with skilled & informed 
employees who can 
provide and effective and 
professional service to its 
clientele guided by the 
Batho Pele principles 

Integrated 

development 

planning 

measured by the 
alignment of the 
municipal 
spending with 

IDP 

0% 

100% 

28 

TL13 

Finance and 
Administration 

To create an institution 
with skilled & informed 
employees who can 
provide and effective and 
professional service to its 
clientele guided by the 
Batho Pele principles 

Implementation of 
the Employment 
Equity Act 

0 

2 

29 

TL32 

Finance and 
Administration 

To create an institution 
with skilled & informed 
employees who can 
provide and effective and 
professional service to its 
clientele guided by the 
Batho Pele principles 

Annual report and 
oversight report 
of council 

submitted before 
the end of 

January 

100% 

100% 

30 

TL31 

Finance and 
Administration 

To create an institution 
with skilled & informed 
employees who can 
provide and effective and 
professional service to its 
clientele guided by the 
Batho Pele principles 

Institutional 
Performance 
management 
system in place 
and implemented 
up to level 6 

6 

6 

31 

TL15 

Technical 

Services 

To create households 
income from the current 
estimate average of 
RIOOO to basic income 
level of R2000 per 
household for at least 
70% 1959 households of 
Laingsburg 

The number of 
jobs opportunities 
(man days) 

created through 
municipality’s 
local economic 
development 
initiatives 
including capital 

1700 

1,700 
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No 

Ref 

Directive 

Objective 

Indicator 

Actual 

Target 





projects 



32 

TL18 

Finance and 
Administration 

To achieve a strong fin 
position to be able to 
withstand local and 

regional econ impact in 
short and long-term for 
the implementation of 
responsible and 

sustainable development 
and economic growth 

Financial viability 
measured in 

terms of the 
available cash to 
cover fixed 

operating 
expenditure 

0 

1 

33 

TL16 

Finance and 
Administration 

To achieve a strong fin 
position to be able to 
withstand local and 

regional econ impact in 
short and long-term for 
the implementation of 
responsible and 

sustainable development 
and economic growth 

Financial viability 
measured in 

terms of the 
municipality's 
ability to meet it's 
service debt 

obligations 

0% 

70% 

34 

TL17 

Finance and 
Administration 

To achieve a strong fin 
position to be able to 
withstand local and 

regional econ impact in 
short and long-term for 
the implementation of 
responsible and 

sustainable development 
and economic growth 

Financial viability 
measured in 

terms of the 
outstanding 
service debtors 

0 

18 

35 

TL42 

Finance and 
Administration 

To achieve a strong fin 
position to be able to 
withstand local and 

regional econ impact in 
short and long-term for 
the implementation of 
responsible and 

sustainable development 
and economic growth 

Updated indigent 
register for the 
provision of free 
basic services 

2 

2 

36 

TL43 

Finance and 
Administration 

To achieve a strong fin 
position to be able to 
withstand local and 

regional econ impact in 
short and long-term for 
the implementation of 
responsible and 

sustainable development 
and economic growth 

% of Root causes 
of issues raised 
by AG in AG 
report of the 
previous financial 
year addressed 
to promote a 
clean audit 

0% 

50% 

37 

TL44 

Finance and 
Administration 

To achieve a strong fin 
position to be able to 
withstand local and 

regional econ impact in 
short and long-term for 
the implementation of 
responsible and 

Approved 
financial 
statements 
submitted by 31 
August 

100% 

100% 
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No 

Ref 

Directive 

Objective 

Indicator 

Actual 

Target 




sustainable development 
and economic growth 




38 

TL40 

Finance and 
Administration 

To achieve a strong fin 
position to be able to 
withstand local and 

regional econ impact in 
short and long-term for 
the implementation of 
responsible and 

sustainable development 
and economic growth 

Compliance with 
GRAP 16, 17 & 
102 to ensure 
effective asset 
management 

0 

0 

39 

TL47 

Finance and 
Administration 

To achieve a strong fin 
position to be able to 
withstand local and 

regional econ impact in 
short and long-term for 
the implementation of 
responsible and 

sustainable development 
and economic growth 

Compliance with 
the SCM Act 
measured by the 
limitation of 

successful 
appeals against 
the municipality 

0 

0 

40 

TL41 

Finance and 
Administration 

To achieve a strong fin 
position to be able to 
withstand local and 

regional econ impact in 
short and long-term for 
the implementation of 
responsible and 

sustainable development 
and economic growth 

Improved 

revenue 

collection 

30% 

60% 

41 

TL45 

Finance and 
Administration 

To achieve a strong fin 
position to be able to 
withstand local and 

regional econ impact in 
short and long-term for 
the implementation of 
responsible and 

sustainable development 
and economic growth 

Improvement in 
capital conditional 
grant spending 
measured by the 
% spent 

40% 

100% 

42 

TL46 

Finance and 
Administration 

To achieve a strong fin 
position to be able to 
withstand local and 

regional econ impact in 
short and long-term for 
the implementation of 
responsible and 

sustainable development 
and economic growth 

Improvement in 
operational 
conditional grant 
spending 
measured by the 
% spent 

40% 

100% 

43 

TL14 

Finance and 
Administration 

To create an institution 
with skilled & informed 
employees who can 
provide and effective and 

Targeted skills 
development 
measured by the 
implementation of 

1% 

1% 
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No 

Ref 

Directive 

Objective 

Indicator 

Actual 

Target 




professional service to its 
clientele guided by the 
Batho Pele principles 

the workplace 

skills plan 



44 

TL36 

Finance and 
Administration 

To create an institution 
with skilled & informed 
employees who can 
provide and effective and 
professional service to its 
clientele guided by the 
Batho Pele principles 

Effective labour 
relations by 

facilitating regular 
LLF meetings per 
annum 

5 

6 

45 

TL37 

Finance and 
Administration 

To create an institution 
with skilled & informed 
employees who can 
provide and effective and 
professional service to its 
clientele guided by the 
Batho Pele principles 

Revise identified 
HR policies by 
the end of June 
to ensure 

compliant and up 
to date HR 

policies 

0 

3 

46 

TL35 

Finance and 
Administration 

To create an institution 
with skilled & informed 
employees who can 
provide and effective and 
professional service to its 
clientele guided by the 
Batho Pele principles 

Creation of an 
effective 

institution with 

sustainable 

capacity 

3.75% 

5% 

47 

TL38 

Finance and 
Administration 

To create an institution 
with skilled & informed 
employees who can 
provide and effective and 
professional service to its 
clientele guided by the 
Batho Pele principles 

Implementation of 
skills 

development plan 
with targeted 

skills 

development 

60% 

60% 


Consequently, the above resulted in limitation of scope and will be reported as such in the 
management and audit report as the validity, accuracy and completeness of the reported outcomes 
could not be confirmed. 

Internal control deficiency 

Leadership - Implement effective HR management to ensure that adequate and sufficiently skilled 

resources are in place and that performance is monitored 

The lack of supporting documents to support the outputs reported in the annual performance report 
was due to the lack of resources for the identification, collection, collating, verifying and storing of 
information to be reported in the annual performance report. Furthermore, the staff involved in the 
performance management process was not adequately trained to execute their responsibilities 
effectively 

Recommendation 

Management should ensure that adequate training is provided to equip staff with the required level 
of skills who are involved in the process of collating and reporting performance information in 
order for them discharge their respective duties appropriately and produce qualify supporting 
information. 
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Furthermore, monthly checks should be instituted to ensure that all reported outputs is supported 
by adequate documentation which is filed in a form and content that is easily retrievable. 

Management response 

Some information is attached, but Laingsburg municipality will develop process to address the 
shortcomings. 

Name: A Groenewald 
Position: CFO 
Date: 24 October 2012 

Auditor’s conclusion 

Management comments noted and the audit finding will be included in the auditor’s report as non- 
compliance. 
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Audit Committee: 


16. Deficiencies identified within the audit committee: 

Audit finding 
Non-compliance: 

Per section 166(2) of the Municipal Finance Management Act, an audit committee is an 
independent advisory body which must- 

Advise the municipal council, the political office-bearers, the accounting officer and the 
management staff of the municipality, on matters relating to: 

Risk management: 

• Accounting policies; 

• The adequacy, reliability and accuracy of financial reporting and information; 

• Performance management; 

• Effective governance; 

• Compliance with the Municipal Finance Management Act, Division of Revenue Act, and any 
other applicable legislation 

• Performance evaluation 

a) Review the annual financial statements to provide the council of the municipality with an 
authoritative and credible view of the financial position of the municipality, its efficiency and 
effectiveness and its overall level of compliance with this Act, the annual Division of Revenue 
Act and any other applicable legislation. 

c) Respond to the council on any issues raised by the Auditor-General in the audit report. 

In addition, section 166(4b) of the Municipal Finance Management Act requires the audit 
committee to meet as often as is required to perform its functions, but at least four times a year. 

Per regulation 14 of the Municipal Planning and Performance Management Regulations; the 
performance audit committee should comprise of at least one performance management expert; 
review the performance management system and submit at least twice during a financial year audit 
reports on performance management to council. 

Assessment of the audit committee by means of inspection of the committee minutes and charter 
revealed that the audit committee did not perform their duties and responsibilities as required per 
the Municipal Finance Management Act and Municipal Planning and Performance 
Management Regulations. In addition, the committee members only met twice during the financial 
year of review. 

It was noted that the audit committee highlighted key concerns within the finance cycle and 
discussed the prior year Auditor General Management report, however the minutes of these 
discussions and plans were not circulated to the municipal council for review. It is apparent that 
there is lack of communication between the audit committee and the municipal council as the audit 
committee did not liaise with the municipal council as to whether there were any concerns and/or 
plans pertaining to the audit of Laingsburg Municipality. 

Consequently, if the audit committee does not attend to the above-mentioned matters, the 
effectiveness and efficiency of the governance structure within the municipality would be lacking 
and thus further weaken the control environment. 
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Internal control deficiency: 

Governance - The audit committee did not provide oversight over the effectiveness of the control 

environment and performance reporting. 

The cause of the finding is due to the audit committee was established during December 2011. 
Furthermore, the result of an inadequate action plan to address the prior year external audit 
reporting matters facilitates the recurrence of the non-compliance with laws and regulations. In 
addition, the municipal council did not perform a periodic assessment of the audit committee. 

Recommendation 

a) A comprehensive and specific action plan to address all external audit reporting matters 
pertaining to the deficiencies within the audit committee should be implemented and monitored 
by the audit committee. 

b) The agenda for the audit committee meetings should incorporate the requirements of the 
Municipal Finance Management Act and Municipal Planning and Performance Regulations as 
standing agenda items. 

c) The audit committee members should be provided with the required training to facilitate an 
adequate and sufficient assessment and review of the performance management system. 

d) The audit committee and the municipal council should liaise on a regular basis to ensure all 
concerns are addressed on a timely basis. 

e) The municipal council should perform a periodic assessment of the audit committee. 

Management response 

It is appreciated to know that you note the fact that the Audit Committee has been effective from 
December 2011 and had two meetings for the period under review. 

The Internal Audit Activity always strives with its endeavour to meet Legislative and the 
International Standards for the Professional Practice of Internal Auditing requirements. 

The Committee’s, since it was newly appointed, involvement was evident during our Steering 
Committee engagements and will definitely meet more frequently during the current financial year. 

Being in a remote area, it has been difficult for the municipality to recruit a performance 
management expert for the respective committee. 

The Internal Audit Activity with its limited resources position itself to adhere to Performance 
Management Regulations and Legislations in terms of Reporting etc. 

In terms of our minutes not being reviewed by Council, we followed an administrative process of 
Audit Committee Minutes should first be approved in the following meeting before submitted to 
Council for review, instead, the Report is submitted to Council as an advisory tool for compliance. 

An adequate action plan to address the prior year external reporting matters exists; the 
implementation progress summary is reported on to Council and Audit Committee. 

The Audit Committee Agenda standing points will be adjusted to meet legislative requirements. 

Municipal Council will also assess the Audit Committee. 
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Name: A Groenewald 
Position: CFO 
Date: 31 October 2012 

Auditor’s conclusion 


Management comments are noted and the audit finding will be included in the auditors report as 
non-compliance. 
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Internal audit 

17. Deficiencies identified within the internal audit function: 

Audit finding 
Non-compliance: 

In terms of Section 165 of the Municipal Finance Management Act, the Internal Audit Unit must 
have a risk based audit plan and an internal audit program for each financial year. 

Furthermore, the Municipal Planning and Performance Management Regulation 14 states that the 
internal audit should conduct performance measurement audits on a continuous basis and submit 
quarterly reports on their audits. 

Contrary to the provisions of the above mentioned legislative requirements, the 
following deficiencies were identified as a result of the assessment of the internal audit function: 

There was no comprehensive annual internal audit plan which would include the nature, timing and 
extent of the audit work to be performed. 

No internal audit report which would document the result of the internal audit work performed in 
relation to the internal audit plan was performed, and submitted to the Audit Committee. An internal 
audit report which covered the period of June 2010 to April 2011 was submitted to the audit 
committee for review in the current financial year only. 

An internal audit report pertaining to the review of the performance management system was only 
performed and submitted to the audit committee for review for the first quarter of the financial year. 

The impact of the finding may result in non-compliance with section 165 of the Municipal Finance 
Management Act and regulation 14 of the Municipal Planning and Management Regulations. In 
addition, the internal control, financial, and performance management system deficiencies within 
the municipality may not be timely identified, reported and resolved. 

Internal control deficiency 

Governance - The municipality has an inadequate resourced functioning internal audit unit, which 

did not identify internal control, financial and performance management deficiencies. 

The cause of the finding is due the internal audit function not being formally assessed by the audit 
committee throughout the financial year. 

Recommendation 

a) A comprehensive annual internal audit plan should be developed and implemented which 
includes the nature, timing and extent of the audit work to be performed. 

b) The internal audit function should fulfil its duties and responsibilities as required by the internal 
audit charter and the respective legislative guidelines. 

c) The internal audit work should cover the entire financial year of review and all reports submitted 
to the audit committee should promptly be reviewed. 
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d) The performance of the internal audit function should be assessed on a quarterly basis to 
facilitate the identification of any shortcomings and introduce the strategies to rectify these 
shortcomings in a timely manner. 

Management response 

Internal Audit Function is continuously in process to position itself in such a manner to meet 
legislative requirements; 

Risk-based Audit Plan was drafted in terms of the Business Risk Assessment conducted by 
PriceWaterhouseCoopers during the year 2009. However, a comprehensive audit plan will be 
developed for implementation 2013 - 2016. 

The promptly review of all Audit Reports submitted to the Audit Committee is unrealistic in nature, 
since the Unit or Activity is under-capacitated comprising only of the Internal Auditor and an Intern 
Student. 

The performance of the Internal Audit Function to be assessed on a quarterly basis is appropriate 
but to facilitate the identification of any shortcomings is unrealistic due to the capacity constraints 
and insufficient scarce resources to effectively address any identified shortcomings as a means of 
rectification. [The recommendation would be applicable to Internal Audit Functions with a medium 
to high capacity workforce 

Auditor’s conclusion 

Management comments are noted and the audit finding will be included in the auditors report as 
non-compliance. 
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Operating expenditure 


18. Procurement: No supply chain management unit in place 

Audit finding 

Non-compliance: 

According to the Municipal Supply Chain Management Regulations 7(1) and 7(3j, the municipality 
has to establish a supply chain management unit which operates under the direct supervision of 
the Chief Financial Officer or an official to whom this duty has been delegated to in terms of section 
82 of the Municipal Financial Management Act. 

Audit work performed on procurement and contract management revealed that the municipality has 
not established a supply chain management unit for the year under review. Consequently, the 
municipality has not complied with the following regulations: 

Regulation 17(a) and (c): Goods and services with a transaction value between R2000 and R200 
000 were not procured by obtaining verbal or written price quotations from at least three different 
prospective providers. 

RegulationlO (a) and 36(1): Goods and services with a transaction value above R200 000 were not 
procured by through a competitive bidding process. 

The following is a result of the above: 

A fair, equitable and transparent procurement process may not be followed, thus the most efficient, 
and cost effective supplier may not be selected for the supply of goods and services. 

All expenditure incurred for the financial year pertaining to the purchases of goods and services 
would have to be deemed irregular expenditure and disclosed as such. 

Non-compliance with the respective Municipal Supply Chain Management Regulations. 

Internal control deficiency 

Financial and performance management - Review and monitor compliance with applicable laws 

and regulations 

The cause of the finding is a result of the absence of the municipal supply chain management unit. 

Recommendation 

The municipality should develop an action plan which should include the way in which they would 
formulate a Supply Chain Management Unit. The appointment of such a unit should be included in 
the annual approved municipal budget following which the human resource department should 
create specifications as to the requirements of the vacant posts and advertise it accordingly via the 
local media, and the municipal website. Should the appointments not suffice, the municipality 
should adopt a training program for the current staff members employed by the municipality which 
should provide knowledge and understanding of the requirements of the Supply Chain Regulations 
so as to facilitate the compliance thereof. 

Management response 

Laingsburg Municipality has advertised the posts established for the Supply chain unit, and the 
interviews taking place on 24 October 2012. The necessary guidance and training will be provided. 
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Name: A Groenewald 
Position: CFO 
Date: 23 October 2012 

Auditor’s conclusion 

Management comments noted, however the above non compliance with Municipal Supply Chain 
Management Regulations 7(1) and 7(3) will be reported in the management and audit report. 




Management report of Laingsburg Municipality 2012 


Procurement and contract management: 


19. R2000-R10 000: Procurement process not followed 

Audit finding 

Non-compliance 

According to regulation 12 (1) (b) of the Municipal Supply Chain Management Regulations, a 
supply chain management policy must subject to regulation 11(2), provide for the procurement of 
goods and services by way of, written or verbal guotations for procurement of a transaction value 
over R2000 up to RIO 000 (vat included). 

In addition, regulation 16(c) of the Municipal Supply Chain Management Regulations, a supply 
chain management policy must stipulate the conditions for the procurement of goods and services 
through written or verbal quotations, which must include conditions stating, that if it is not possible 
to obtain at least three quotations, the reasons must be recorded and reported quarterly to the 
accounting officer or another official designated by the accounting officer. 

Audit work performed on procurement and contract management revealed the following: 

The municipality disclosed all expenditure incurred during the current financial year as irregular 
expenditure in note 55 to the annual financial statements due to the absence of the supply chain 
management unit. A sample of expenditure within the range R2000 to RIO 000 was drawn and 
tested for compliance to the municipal supply chain management regulations. The results 
revealed that for the sample of 27 items tested, a non-compliance error rate of 100% was 
obtained. 

The nature of the non-compliance pertained to the fact that the municipality did not obtain the 
minimum of three quotations for the expenditure incurred. Furthermore, the deviation was not 
reported to the accounting officer for approval on a quarterly basis, but rather on an annual basis, 
following which it was submitted to the municipal council for condonement after the financial year 
end on 28 August 2012. 

The non-compliance would result in the incurrence of irregular expenditure for an extrapolated 
value of R2 333 906 which is included in the note 55 to the annual financial statements. 

The following is a result of the above: 

A fair, equitable and transparent procurement process may not be followed, thus the most efficient, 
and cost effective supplier may not be selected for the supply of goods and services. 

All expenditure incurred for the financial year pertaining to the purchases of goods and services 
would have to be deemed irregular expenditure and disclosed as such. 

Non-compliance with the respective Municipal Supply Chain Management Regulations. 


Internal control deficiency 

Financial and performance management - Review and monitor compliance with applicable laws 

and regulations 


The cause of the finding is a result of the absence of the municipal supply chain management unit. 
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Recommendation 

The municipality should develop an action plan which should include the way in which they would 
formulate a Supply Chain Management Unit. The appointment of such a unit should be included in 
the annual approved municipal budget following which the human resource department should 
create specifications as to the requirements of the vacant posts and advertise it accordingly via the 
local media, and the municipal website. Should the appointments not suffice, the municipality 
should adopt a training program for the current staff members employed by the municipality which 
should provide knowledge and understanding of the requirements of the Supply Chain Regulations 
so as to facilitate the compliance thereof. 

Management response 

Laingsburg Municipality has established a SCM Unit with council approval and appointments was 
made on 25 October 2012. The necessary processes will be adopted. 

Name: A Groenewald 
Position: CFO 
Date: 30 October 2012 


Auditor’s conclusion 

Management comments are noted and the audit finding will be included in the audit report as 
material non-compliance. 
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20. RIO 000- R30 000: Procurement process not followed 

Audit finding 

Non-compliance: 

According to regulation 12 (1) (c) of the Municipal Supply Chain Management Regulations, a 
supply chain management policy must subject to regulation 11(2), provide for the procurement of 
goods and services by way of, formal written guotations for procurement of a transaction value 
over RIO 000 up to R200 000(vat included). 

In addition, regulation 17 (c) of the Municipal Supply Chain Management Regulations, a supply 
chain management policy must stipulate the conditions for the procurement of goods and services 
through formal written price quotations, which must include conditions stating, that if it is not 
possible to obtain at least three quotations, the reasons must be recorded and approved by the 
chief financial officer or an official designated by the chief financial officer. 

Furthermore, regulation 36 (2) of the Municipal Supply Chain Management Regulations, a supply 
chain management policy may allow the accounting officer must record the reasons 
for any deviations in terms of sub-regulation (1) (a) and (b) and report them to the next meeting at 
council, or board of directors in the case of a municipal entity, and include as a note to the annual 
financial statements. 

Regulation 13 (c) of the Municipal Supply Chain Management Regulations, the municipality may 
not consider a written quotation or bid unless the provider who submitted the quotation or bid has 
indicated, whether he or she in service of the state, or has been in service of the state in the 
previous twelve months. 

Audit work performed on procurement and contract management revealed the following: 

The municipality disclosed all expenditure incurred during the current financial year as irregular 
expenditure in note 55 to the annual financial statements due to the absence of the supply chain 
management unit. A sample of expenditure within the range RIO 000 to R30 000 was drawn and 
tested for compliance to the municipal supply chain management regulations. The results 
revealed that for the sample of 27 items tested, a non-compliance error rate of 100% was 
obtained. 

The nature of the non-compliance pertained to the fact that the municipality did not obtain the 
minimum of three written formal quotations for the expenditure incurred. Furthermore, the deviation 
was not reported to the chief financial for approval and was only submitted to the municipal council 
for condonement after the financial year end on 28 August 2012. 

In addition, the suppliers have not submitted any documentation which would provide evidence that 
they are not in service of the state currently and/or in the past twelve months. 

The non-compliance may result in the incurrence of irregular expenditure for an extrapolated value 
of R1 086 974 which is included in the note 55 to the annual financial statements. 

The following is a result of the above: 

A fair, equitable and transparent procurement process may not be followed, thus the most efficient, 
and cost effective supplier may not be selected for the supply of goods and services. 

All expenditure incurred for the financial year pertaining to the purchases of goods and services 
would have to be deemed irregular expenditure and disclosed as such. 

Non-compliance with the respective Municipal Supply Chain Management Regulations. 
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Internal control deficiency 

Financial and performance management - Review and monitor compliance with applicable laws 

and regulations 

The cause of the finding is a result of the absence of the municipal supply chain management unit. 

Recommendation 

The municipality should develop an action plan which should include the way in which they would 
formulate a Supply Chain Management Unit. The appointment of such a unit should be included in 
the annual approved municipal budget following which the human resource department should 
create specifications as to the requirements of the vacant posts and advertise it accordingly via the 
local media, and the municipal website. Should the appointments not suffice, the municipality 
should adopt a training program for the current staff members employed by the municipality which 
should provide knowledge and understanding of the requirements of the Supply Chain Regulations 
so as to facilitate the compliance thereof. 

Management response 

Laingsburg Municipality has established a SCM Unit with council approval and appointments was 
made on 25 October 2012. The necessary processes will be adopted. 

Name: A Groenewald 
Position: CFO 
Date: 30 October 2012 

Auditor’s conclusion 

Management comments are noted and the audit finding will be included in the audit report as 
material non-compliance. 
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21. R30 000- R200 000: Procurement process not followed 

Audit finding 

Non-compliance: 

According to regulation 12 (1) (c) of the Municipal Supply Chain Management Regulations, a 
supply chain management policy must subject to regulation 11(2), provide for the procurement of 
goods and services by way of, formal written guotations for procurement of a transaction value 
over RIO 000 up to R200 000(vat included). 

In addition, regulation 17 (c) of the Municipal Supply Chain Management Regulations, a supply 
chain management policy must stipulate the conditions for the procurement of goods and services 
through formal written price quotations, which must include conditions stating, that if it is not 
possible to obtain at least three quotations, the reasons must be recorded and approved by the 
chief financial officer or an official designated by the chief financial officer. 

Furthermore, regulation 36 (2) of the Municipal Supply Chain Management Regulations, a supply 
chain management policy may allow the accounting officer must record the reasons 
for any deviations in terms of sub-regulation (1) (a) and (b) and report them to the next meeting at 
council, or board of directors in the case of a municipal entity, and include as a note to the annual 
financial statements. 

According to regulation 13 (c) of the Municipal Supply Chain Management Regulations, the 
municipality may not consider a written quotation or bid unless the provider who submitted the 
quotation or bid has indicated, whether he or she in service of the state, or has been in service of 
the state in the previous twelve months. 

According to regulation 43 of the Municipal Supply Chain Management Regulations, the 
municipality may not make any award above R15 000 to a person whose tax matters have not 
been declared by the South African Revenue Service to be in order. 

Per section 2 (1) (a) of the Preferential Procurement Framework Act, the quotations need to be 
evaluated in accordance with the preference points system as prescribed by the Preferential 
Procurement Framework Act. 

Audit work performed on procurement and contract management revealed the following: 

The municipality disclosed all expenditure incurred during the current financial year as irregular 
expenditure in note 55 to the annual financial statements due to the absence of the supply chain 
management unit. A sample of expenditure within the range R30 000 to R200 000 was drawn and 
tested for compliance to the municipal supply chain management regulations. The results 
revealed that for the sample of 27 items tested, a non-compliance error rate of 100% was 
obtained. 

The nature of the non-compliance pertained to the fact that the municipality did not obtain the 
minimum of three written formal quotations for the expenditure incurred. Furthermore, the deviation 
was not reported to the chief financial for approval and was only submitted to the municipal council 
for condonement after the financial year end on 28 August 2012. 

In addition, the suppliers have not submitted any documentation which would provide evidence that 
they are not in service of the state currently and/or in the past twelve months. 

Furthermore, no evidence could be obtained that the supplier submitted a valid tax clearance 
certificate to the municipality prior to supply of the goods and services. 
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The non-compliance would result in the incurrence of irregular expenditure for an extraploated 
value of R1 698 927 which is included in the note 55 to the annual financial statements. 

The following is a result of the above: 

A fair, equitable and transparent procurement process may not be followed, thus the most efficient, 
and cost effective supplier may not be selected for the supply of goods and services. 

All expenditure incurred for the financial year pertaining to the purchases of goods and services 
would have to be deemed irregular expenditure and disclosed as such. 

Non-compliance with the respective Municipal Supply Chain Management Regulations and the 
Preferential Procurement Framework Act. 

Internal control deficiency 

Financial and performance management - Review and monitor compliance with applicable laws 

and regulations 

The cause of the finding is a result of the absence of the municipal supply chain management unit. 

Recommendation 

The municipality should develop an action plan which should include the way in which they would 
formulate a Supply Chain Management Unit. The appointment of such a unit should be included in 
the annual approved municipal budget following which the human resource department should 
create specifications as to the requirements of the vacant posts and advertise it accordingly via the 
local media, and the municipal website. Should the appointments not suffice, the municipality 
should adopt a training program for the current staff members employed by the municipality which 
should provide knowledge and understanding of the requirements of the Supply Chain Regulations 
so as to facilitate the compliance thereof. 

Management response 

Laingsburg Municipality has established a SCM Unit with council approval and appointments was 
made on 25 October 2012. The necessary processes will be adopted. 

Name: A Groenewald 
Position: CFO 
Date: 30 October 2012 

Auditor’s conclusion 

Management comments are noted and the audit finding will be included in the audit report as 
material non-compliance. 
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22. Procurement process not followed for transactions >R200 000 

Audit finding 

Non-compliance: 

According to regulation 19 (a) of the Municipal Supply Chain Management Regulations, goods and 
services with a transaction value of R200 000 (vat included) and long-term contracts may be 
procured by the municipality only through a competitive bidding process. 

The municipality’s tender register was obtained and it was noted that a total of four 
tenders/contracts were awarded in the current financial year. A detail of the supply of goods and 
services were as follows: 


Number 

Supplier 

Description 

Amount 

1 

Volmoed 

Concrete bricks 

647,634.00 

2 

Ian and Dickie 

High pressure jetting 
equipment 

203,193.00 

3 

Asia 

Housing project 

18,687,360.00 

4 

Altimax 

Financial statements 

1,544,082.00 


Audit work performed on these contracts revealed that no payments were made to the suppliers in 
the current financial year thus no irregular expenditure was incurred, and thus disclosed, however 
a number of non-compliance instances were identified. An illustration of this is provided below: 


Number 

Description 

Legislation 

(SCM) 

Supplier 

1 

Competitive bidding process was 
followed. 

19 (a) 

Volmoed and Altimax 

2 

If not followed, was it one of the 
allowable reasons 

36(l)(a) 

Volmoed and Altimax 

3 

Deviation recorded by the accounting 
officer 

36(2) 

Volmoed and Altimax 

4 

Deviation reported to next council 
meeting 

36(2) 

Volmoed and Altimax 

5 

Bid specifications completed and 
approved by bid specifications 
committee and accounting officer 

27(1) 

Volmoed and Altimax 
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Number 

Description 

Legislation 

(SCM) 

Supplier 

6 

Bid documentation documented the 
preferential points system to be utilised 

21(b) 

PPR 3(b) 

Volmoed and Altimax 

7 

Bid was advertised for the minimum 
period 

22(l)(b) 

Volmoed and Altimax 

8 

Bid advertised in the local media 

22(l)(a) 

Altimax 

9 

Register of bids were kept 

23(a) 

Altimax 

10 

Bid results published on the municipal 
website 

23(c) 

All 

11 

Bid received before bid closing date 

23 

Altimax 

12 

Bid was evaluated by bid evaluation 
committee 

28(l)(a) 

Altimax 

13 

The bid evaluation committee was 
composed of officials from the 
department and at least one SCM 
practitioner. 

28(2) 

Altimax 

14 

A bid adjudication committee made the 
final award or recommendation to the 
accounting officer in accordance with 
the auditee's SCM policy 

29(1) 

Altimax 

15 

The bid adjudication committee 
consisted of at least 4 senior managers 
of the municipality. 

29(2) 

All 

16 

Bidder submitted audited annual 
financial statements if contract value 
exceeded 10 million rand and a 
municipal clearance certificate. 

21(d) 

Asia 

17 

Bidder submitted a valid tax clearance 
certificate. 

13(b) and 43 

Altimax 

18 

Bidder submitted a municipal clearance 
certificate. 

28(l)(c) and 

38(l)(d) 

Volmoed, Ian and Dickie and 
Altimax 

19 

Bids were evaluated in accordance with 
the preference point system as 
prescribed by the PPPF Act 

28(l)(a)(ii) 

Volmoed and Altimax 
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Number 

Description 

Legislation 

(SCM) 

Supplier 

20 

The winning provider submitted a 
declaration of interest and declared 
whether they are currently and/or in the 
past 12 months in service of the state. 

13(c) 

Altimax 

21 

The contract was signed by both the 
successful bidder and a delegated 
official. 

MFMA section 

116; MFMA 

circular 25 

Volmoed, Ian and Dickie and 
Asia 

22 

The performance of the contractor is 
monitored on a monthly basis. 

MFMA section 

116(2)(b) 

All 

23 

The contract performance measures 
and the methods whereby it is 
monitored are sufficient to ensure 
effective contract management. 

MFMA section 

116(2)(c) 

All 


The following is a result of the above: 

A fair, equitable and transparent procurement process may not be followed, thus the most efficient, 
and cost effective supplier may not be selected for the supply of goods and services. 

All expenditure incurred for the financial year pertaining to the purchases of goods and services 
would have to be deemed irregular expenditure and disclosed as such. 

Non-compliance with the respective Municipal Supply Chain Management Regulations and the 
Preferential Procurement Framework Act. 


Internal control deficiency 

Financial and performance management - Review and monitor compliance with applicable laws 

and regulations 

The cause of the finding is a result of the absence of the municipal supply chain management unit. 

Recommendation 

The municipality should develop an action plan which should include the way in which they would 
formulate a Supply Chain Management Unit. The appointment of such a unit should be included in 
the annual approved municipal budget following which the human resource department should 
create specifications as to the requirements of the vacant posts and advertise it accordingly via the 
local media, and the municipal website. Should the appointments not suffice, the municipality 
should adopt a training program for the current staff members employed by the municipality which 
should provide knowledge and understanding of the requirements of the Supply Chain Regulations 
so as to facilitate the compliance thereof. 

Management response 

Laingsburg Municipality has established a SCM Unit with council approval and appointments was 
made on 25 October 2012. The necessary processes will be adopted. 


Name: A Groenewald 
Position: CFO 
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Date: 30 October 2012 

Auditor’s conclusion 

Management comments are noted and the audit finding will be included in the audit report as 
material non-compliance. 
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Trade and other payables 

23. Payments made in excess of 30 days after invoice date: 

Audit finding 

Non-compliance: 

According to section 65 (2) (e) of the Municipal Financial Management Act, the accounting officer 
of the municipality must take all reasonable steps to ensure that all money owing by the 
municipality be paid within 30 days of receiving the relevant invoice or statement, unless 
prescribed otherwise for certain categories of expenditure. 

Audit work performed on trade payables revealed that certain suppliers were not paid within 30 
days as required by the above mentioned legislation. An illustration of this is provided below: 


Invoice 

date 

Supplier name 

Cheque 

number 

Cheque date 

Days 

Amount 

07-May-12 

Karoo Bande 

35941 

06-JUI-12 

59 

4,030.68 

24- May- 12 

Ceres Alarms 

35942 

06-JUI-12 

43 

371.00 

30-Apr-12 

OK Grocer 

35936 

06-JUI-12 

67 

5,667.95 

15- May- 12 

Afrimaat Aggregates 

35940 

06-JUI-12 

51 

17,461.34 

31-May-12 

Brandwacht 

Besproeing 

35955 

12-JUI-12 

42 

999.50 

31-May-12 

Koup Produsente 

35939 

06-Aug-12 

67 

24,309.08 


Consequently, the impact of the finding may result in the following: 

Interest may accrue on amounts owed by the municipality which could lead to fruitless and 
wasteful expenditure. 

If the municipality continues to not pay the suppliers in accordance with the terms and conditions of 
the purchase, it may have a negative impact on the relationship between the supplier and the 
municipality. 

Internal control deficiency 

Financial and performance management - Review and monitor compliance with applicable laws 

and regulations 

The absence of creditor’s reconciliations in the current year resulted in the late payment of 
suppliers. 
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Recommendation 

It is recommended that management prepare and review monthly creditor’s reconciliations so as to 
facilitate the timely payment to suppliers 

Management response 

The necessary controls will been develop to ensure that all creditors are paid within 30 days. 

Name: A Groenewald 
Position: CFO 
Date: 30 October 2012 


Auditor’s conclusion 

Management comments noted, however this matter will be reported in the auditors report as non 
compliance with section 65 of the MFMA pertaining to expenditure management 
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Provisions 


24. Bad debts: Revenue Management 
Audit finding 

Non-compliance 

According to section 96 (a) of the Municipal Systems Act 32 of 2000, a municipality must collect all 
money that is due and payable to it. 

In terms of the municipality debt collection policy it is the practice of the municipality to hand over 
all debt which are outstanding for 270 days to the municipal legal counsel for assessment and 
recovery thereof, following which, should the debt be irrecoverable, it should be handed over to the 
municipal council for write-off. 

Audit work performed on the debtor’s age analysis revealed a number of debtors whom were 
grouped into this category but were not written off to the value of R904 697.80 

Enquiry with municipal management revealed that the municipality did not hand the debt over to 
the attorneys for the past two financial years. Consequently, evidence could not be provided that 
the municipality took reasonable steps for the recovery of outstanding debt which could negatively 
impact the generation of municipal cash flow. 

Consequently, the provision for doubtful debt is not disclosed at its fair value. In addition, if the 
municipality continues to not hand over the outstanding debt to the legal representative for 
recovery, it may result in a large amount of debt written off in the future which would negatively 
impact the generation of cash flow. 

Internal control deficiency 

Leadership - Establish and communicate policies and procedures to enable and support 

understanding and execution of internal control objectives, processes and responsibilities 

The cause of the finding is due to council deciding on writing off the debt after the year under 
review. 

Recommendation 

It is recommended that the management of the municipality prepare a monthly age analysis which 
is analyzed and assessed so as to facilitate the identification of long-outstanding debt which would 
provide them with the awareness that the debt would needed to be handed over to the legal 
attorneys for recovery. If not recovered by the attorneys, the municipal council should approve the 
write-off of the debt. 

Management response 

We don’t agree to the finding. According to the bad debt policy -Debt outstanding for more than 
270 days may be regarded as irrecoverable, but only after council is satisfied that all legal avenues 
to recover the debt has been exhausted. All the resources were not yet exhausted and there are 
processes in place to recover the debt. All outstanding debt is followed up by the municipality and 
demanding and final demand letters are compiled by the municipality and send to the 
debtors. When council is of the opinion that bad debt is irrecoverable - these accounts are 
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classified as irrecoverable. Thus the municipality is of the opinion that the bad debt policy is being 
followed. 

Name: A Groenewald 
Position: CFO 
Date: 26 October 2012 

Auditor’s conclusion 

Management comments are noted however it is crucial for the municipality to not wait until the 
outstanding period of the debt reaches 270 days, but should constantly follow up on the debt. 
Measures should be implemented to recover the debt on an ongoing basis. It is acknowledged that 
letters of demand are forwarded to the consumer for debt recovery however due to the fact that no 
movement in the debtors account have been noted, it is unlikely that the debt would be recovered. 
As a result, the audit finding will be reported in the auditor’s report as non-compliance with section 
64 of the MFMA pertaining to revenue management. 
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ANNEXURE B: OTHER IMPORTANT MATTERS 


Appropriated funds: 

25. Housing Development Fund misstatement identified: 

Audit finding 

Disagreement misstatement: 

According to GRAP 1, the presentation of financial statements; paragraph 17, the financial 
statements shall present fairly the financial position, financial performance and cash flows of an 
entity. Fair presentation requires the faithful representation of the effects of transactions, other 
events and conditions in accordance with the definitions and recognition criteria for assets, 
liabilities, revenue and expenses set out in the framework for the preparation and presentation of 
financial statements. The application of the standards of GRAP with additional disclosures when 
necessary, is presumed to result in financial statements that achieve a fair presentation 

Audit work performed revealed that the total amount of expenditure incurred under housing 
development fund for the current financial year was R228 375. The breakdown of the amount is 
illustrated below: 


Description 

Amount 

Depreciation 

197,033.50 

Debtors incorrectly levied in the past 

31,341.50 

Total 

228,375.00 


The nature of the account is to manage the valuation and expenditure pertaining to the housing 
developments within the municipal area. With this noted, it is incorrect to debit the account with the 
depreciation amount of R197 033.50 as it does not relate to the development fund account. 

Consequently the Housing Development Fund (Accumulated Surplus) is understated by an amount 
of R197 033.50 

Internal control deficiency 

Leadership 

The leadership of the municipality did not design procedures and policy to ensure accurate 
reporting of financial and performance information including compliance with laws and regulations 
and internal controls. The leadership of the municipality did not encourage and guide management 
in reporting financial and performance reports monthly to facilitate the early identification of 
misstatements. 

Financial management 

Management did not supervise the preparation of the financial and performance reports and did 
not monitor and review daily discipline and monthly reconciliations that support monthly reporting 
of financial and performance reports including compliance with laws and regulations. 

Recommendation 
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It is recommended that management and the leadership of the municipality establishes means to 
supervise, guide, monitor and review the process of preparation and review of financial and 
performance reporting including compliance with laws and regulations. 

Furthermore, management must prepare and finalise the financial statements on time to enable the 
audit committee to perform a credible review over the financial statements before they are 
submitted for audit to eliminate both material and non material misstatements. 

Management response 

Correction was made and will be provide with the final financial statements on 5 November 2012. 

Name: A Groenewald 
Position: CFO 
Date: 30 October 2012 

Auditor’s conclusion 

Management comments are noted hence the R197 033 was recycled within accumulated surplus 
from Housing Development fund to Accumulated surplus. Subsequently, the required adjustments 
were made to account for the R197 033. 
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Employee costs: 

26. Personal service provider not identified 
Audit finding 

Disagreement misstatement: 

In terms of the fourth schedule to the Income Tax Act 58 of 1962 defines a “personal service 
provider” as any company or trust, where any service rendered on behalf of such company or 
trust to a client of such company or trust is rendered personally by any person who is a connected 
person in relation to such company or trust, and — 

(a) such person would be regarded as an employee of such client if such service was rendered by 
such person directly to such client, other than on behalf of such company or trust; or 

(b) where those duties must be performed mainly at the premises of the client, such person or 
such company or trust is subject to the control or supervision of such client as to the manner in 
which the duties are performed or are to be performed in rendering such service; or 

(c) where more than 80 per cent of the income of such company or trust during the year of 
assessment, from services rendered, consists of or is likely to consist of amounts received directly 
or indirectly from any one client of such company or trust, or any associated institution as defined 
in the Seventh Schedule to this Act, in relation to such client, 

except where such company or trust throughout the year of assessment employs three or more 
full-time employees who are on a full-time basis engaged in the business of such company or trust 
of rendering any such service, other than any employee who is a shareholder or member of the 
company or trust or is a connected person in relation to such person; 

Whilst applying the requirements of the Income tax Act, it was noted that Mr Bothma meets the 
definition of a Personal Services Provider as he earns income equal to more than 80% from the 
municipality: performs his duties mainly at the premises of the municipality and is subject to the 
control or supervision by the municipality nor did he employs three or more full-time employees 
who are on a full-time basis engaged in the business of such company. 

Consequently the municipality did not withheld any pay as you earn from his remuneration and 
therefore the employee cost and income tax is understated by R201 003.93 and R46 070 
respectively, as illustrated below: 


Date 

Cheque 

Employee 

Amount 

Paid 

PAYE 

Per SARS 

Monthly 

Deduction 

2011/10/03 

33756 

Mnr G Bothma 

37,132.93 

9,262.00 

2011/11/04 

34059 

Mnr G Bothma 

31,050.00 

6,780.00 

2011/12/07 

34355 

Mnr G Bothma 

43,600.00 

11,337.00 

2011/12/30 

34488 

Mnr G Bothma 

32,400.00 

7,253.00 

2012/06/01 

35644 

Mnr GS Bothma 

23,040.00 

3,982.00 

2012/06/29 

35889 

Mnr GS Bothma 

33,781.00 

7,456.00 

PAYE DUE BY THE MUNICIPALITY 

201,003.93 

46,070.00 
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Internal control deficiency 

Leadership 

The leadership of the municipality did not design procedures and policy to ensure accurate 
reporting of financial and performance information including compliance with laws and regulations 
and internal controls. The leadership of the municipality did not encourage and guide management 
in reporting financial and performance reports monthly to facilitate the early identification of 
misstatements. 

Financial management 

Management did not supervise the preparation of the financial and performance reports and did 
not monitor and review daily discipline and monthly reconciliations that support monthly reporting 
of financial and performance reports including compliance with laws and regulations. 

Recommendation 

It is recommended that management and the leadership of the municipality establishes means to 
supervise, guide, monitor and review the process of preparation and review of financial and 
performance reporting including compliance with laws and regulations. 

Management response 

Amounts paid to Mr Bothma will be reclassified to employee cost. PAYE will be deducted in future. 

Name: A Groenewald 
Position: CFO 
Date: 31 October 2012 

Auditor’s conclusion 

Management comments are noted and the corrections for the remuneration were processed in the 
annual financial statements received on 05 November 2012. The PAYE was subsequently 
adjusted for as a Tax Debt was raised together with the corresponding liability. 
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27. Leave accrual: Misstatements identified 
Audit finding 

Disagreement misstatement: 

According to the Basic Conditions of Employment Act number 75 of 1997, an employee by 
definition is any person, excluding an independent contractor, who works for another person of for 
another person or for the State and who receives, or is entitled to receive, any remuneration; and 
any other person who in any manner assists in carrying on or conducting the business of an 
employer. 

In addition section 21 (1) of the above mentioned Act, an employer must pay an employee leave 
pay at least equivalent to the remuneration that the employee would have received for working for 
a period equal to the period of annual leave, calculated at the employees rate of remuneration 
immediately before the beginning of the period of the annual leave. 

According to GRAP 1 paragraph 32, when the accrual basis of accounting is used, items are 
recognised as assets, liabilities, net assets, revenue and expenses (the elements of financial 
statements) when they satisfy the definitions and recognition criteria for those elements in the 
framework. 

Audit work performed on leave accrual revealed that the municipality provided an accrual for all 
permanent employees at financial year end totalling an amount of R572 846. The municipality does 
not include contract workers in the leave accrual calculation and as such no leave would be paid 
out to the contract workers in the event of the termination of the respective employee. This 
application is not in accordance with Basic Conditions of Employment Act as it is required that all 
employees whom receive remuneration and assists in the business activities of the entity shall be 
entitled to annual leave pay, thus it is necessary to include the contract workers in the annual leave 
accrual amount. 

An audit calculation was performed in which it calculated the leave accrual for the contract workers 
as at financial year end. An illustration of this is provided below: 


Employee 

name 

Remuneration 

Opening 

balance 

leave 

Leave 

accrued 

Leave 

taken 

Closing 

balance 

leave 

Limited 
to 48 

days 

Leave 

accrual 

P Williams 

1,016,166.00 

45 

24 

■16 

53 

48 

194,326.57 

L Koenze 

55,161.00 

0 

20 

■3 

17 

17 

3,736.00 

J Jacobs 

60,048.00 

26 

24 

■19 

31 

31 

7,416.29 

E Hermanns 

122,148.00 

22 

24 

■16 

30 

30 

14,599.36 

L Pieterse 

45,347.00 

0 

10 

■1 

9 

9 

1,625.99 

C van 

Schalkwyk 

8,100.00 

19 

24 

■11 

32 

32 

1,032.67 

J Gelandt 

58,764.00 

18 

24 

■13 

29 

29 

6,789.47 

A Marthinus 

12,529.50 

0 

6 

■2 

4 

4 

199.67 

A Abrahams 

29,325.00 

0 

14 

0 

14 

14 

1,635.66 

K Smith 

10,412.00 

0 

5 

0 

5 

5 

207.41 

E Lettering 

21,222.00 

0 

10 

■1 

9 

9 

760.95 

Total: 

232,330.03 


As a result, the leave accrual is understated by the amount of R232 330.03 
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Consequently, the leave accrual liability in the annual financial statements is understated by an 
amount of R232 330.03. Furthermore, the municipality would have not settled the leave pay to 
contract workers whom were terminated and as such, it may result in the employee cost figure 
being understated. 

Internal control deficiency 

Financial and performance management - Review and monitor compliance with applicable laws 

and regulations 


The cause of the finding is a result of the municipality adopting the understanding that contract 
workers should not be entitled to annual leave pay on termination, thus it is not required to provide 
an accrual for the respective employees. 

Recommendation 

It is recommended that the municipality adopt the requirements of the legislative requirements 
pertaining to leave payouts and thus include all contract workers in the leave accrual. The 
respective municipal officials should be provided with the necessary training to facilitate the 
understanding and interpretation of the relevant legislation. 

Management response 

Attached is a copy of Government Gazette nr 29089 of 1 August 2006, sect 15 (1) and (2) that 
leave not taken within prescribe time it will be forfeited for the Municipal Manager. Calculation is 
already been done and attached and the correction in the final financial statements on 5 November 
2012 . 

Name: A Groenewald 
Position: CFO 
Date: 23 October 2012 

Auditor’s conclusion 

Management comments are noted and it is agreed that the provision for leave pay calculation will 
not include the effect of the Municipal Manager. The adjusted calculations are acknowledged which 
results in an understatement of R42 580.56, and was corrected as such in the annual financial 
statements submitted on 05 November 2012. 
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Inventory 

28. Inventory write-off not disclosed: 

Audit finding 

Disagreement misstatement: 

According to section 62 (1) (c) of the Municipal Finance Management Act number 1 of 1999, the 
accounting officer of a municipality is responsible for managing the financial administration of the 
municipality, and must for this purpose, take all reasonable steps to ensure that the municipality 
has and maintains effective, efficient and transparent systems of financial and risk management 
and internal control. 

According to GRAP 14, paragraph 25, if an entity receives information after the reporting date, but 
before the financial statements are authorised for issue, about the conditions that existed at the 
reporting date, it shall update disclosures that relate to these conditions, in the light of the new 
information. 

Audit work performed on inventory revealed that council approved the write-down of the inventory 
items comprising of milk and crusher stone to the value of R67 751.76 on the 28 August 2012, 
which was subsequent to the financial year-end. The post- year end approval can be viewed to be 
an adjusting post-balance sheet event in terms of GRAP 24 paragraph 25, however no reference 
to this event had been disclosed in the notes to the annual financial statements. 

Consequently, the disclosure to the annual financial statements is incomplete and thus, users will 
not be aware of the nature, timing and extent of the write down. 

Internal control deficiency 

Leadership 

The leadership of the municipality did not design procedures and policy to ensure accurate 
reporting of financial and performance information including compliance with laws and regulations 
and internal controls. The leadership of the municipality did not encourage and guide management 
in reporting financial and performance reports monthly to facilitate the early identification of 
misstatements. 

Financial management 

Management did not supervise the preparation of the financial and performance reports and did 
not monitor and review daily discipline and monthly reconciliations that support monthly reporting 
of financial and performance reports including compliance with laws and regulations. 

Recommendation 

It is recommended that management and the leadership of the municipality establishes means to 
supervise, guide, monitor and review the process of preparation and review of financial and 
performance reporting including compliance with laws and regulations. 

Management response 

Council resolution for written off milk inventory was 24 November 2011 and we will made the 
necessary disclosure in the financial statements to be provided 5 November 2012. The crusher 
stone was allocated to the following projects AJ 36 - Bus route; AJ 43 Gabions 9"^ and lO*'^ 
avenue; AJ 45 Cul de sac project. 


106 




Management report of Laingsburg Municipality 2012 


Name: A Groenewald 
Position: CFO 
Date: 18 October 2012 


Auditor’s conclusion 

Management comments are noted. It is agreed that the crusher stone was not written off, but 
rather utilized in projects, and that only the milk was written off by council on 24 November 2011. 
The council resolution for this was inspected and the amount written off agreed to the milk balance. 
The annual financial statements submitted on 05 November 2012 included an amount for the 
inventory write off. 
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29. Inventory: Accounting Policy for water not specific 

Audit finding 

Disclosure: 

According to GRAP 12, paragraph 47 (a), the financial statements shall disclose the accounting 
policies adopted in measuring inventories, including the cost formula used. 

Audit work performed on the accounting policy pertaining to the municipal water revealed that the 
policy is not specific as to include the measurement criteria adopted. Detail testing on the 
purification of water provided evidence that the municipality utilises the full costing approach by 
applying the total budgeted expenditure relating to the water for the current financial year and 
dividing it by the total kilolitres of water purified, thus resulting in a unit cost per kilolitre of water. 
The latter is then multiplied by the closing balance water in stock which would provide the amount 
disclosed in the annual financial statements. 

Consequently, the accounting policy pertaining to inventory is not complete and not in accordance 
with the GRAP accounting framework. In addition, users of the financial statements willl not be 
aware of how the municipality established the value of the water disclosed in the annual financial 
statements. 

Internal control deficiency 

Leadership 

The leadership of the municipality did not design procedures and policy to ensure accurate 
reporting of financial and performance information including compliance with laws and regulations 
and internal controls. The leadership of the municipality did not encourage and guide management 
in reporting financial and performance reports monthly to facilitate the early identification of 
misstatements. 

Financial management 

Management did not supervise the preparation of the financial and performance reports and did 
not monitor and review daily discipline and monthly reconciliations that support monthly reporting 
of financial and performance reports including compliance with laws and regulations. 

Recommendation 

It is recommended that management and the leadership of the municipality establishes means to 
supervise, guide, monitor and review the process of preparation and review of financial and 
performance reporting including compliance with laws and regulations. 

Furthermore, the accounting policy should be revised to include the requirements of GRAP 12 
which requires the municipality would not only include the recognition criteria, but the basis for 
measurement as well. 

Management response 

Laingsburg Municipality will revise the policy and included it in the final financial statements to be 
provided on 5 November 2012. 

Name: A Groenewald 
Position: CFO 
Date: 24 October 2012 
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Auditor’s conclusion 

Management comments are noted and the audit finding will be included in the management report. 


109 




Management report of Laingsburg Municipality 2012 


30. Operating leases - Incorrectly disclosed 
Audit finding 

Disagreement misstatement: 

According to GRAP 103, paragraph 50: lessees shall, in addition to meeting the requirements of 
the Standard of GRAP on Financial Instruments: Disclosure and Presentation make the following 
disclosures for operating leases: 

(a) The total of future minimum lease payments under non-cancellable operating leases for each of 
the following periods: 

(I) Not later than one year, 

(ii) Later than one year and not later than five years, and 
(Hi) later than five years. 

Audit work performed on the operating lease liability revealed that the note 44 to the annual 
financial statements did not include the future minimum lease payment for a period of later than 
five years. An illustration of this is provided below: 


Description 

Audited 

Auditee 

Misstatement 

Later than five years 

27,001.67 

0.00 

27,001.67 


Consequently, the lease commitments disclosed in Note 44 to the annual financial statements is 
understated by an amount of R27001.67 


Internal control deficiency 

Leadership 

The leadership of the municipality did not design procedures and policy to ensure accurate 
reporting of financial and performance information including compliance with laws and regulations 
and internal controls. The leadership of the municipality did not encourage and guide management 
in reporting financial and performance reports monthly to facilitate the early identification of 
misstatements. 

Financial management 

Management did not supervise the preparation of the financial and performance reports and did 
not monitor and review daily discipline and monthly reconciliations that support monthly reporting 
of financial and performance reports including compliance with laws and regulations. 

Recommendation 

It is recommended that management and the leadership of the municipality establishes means to 
supervise, guide, monitor and review the process of preparation and review of financial and 
performance reporting including compliance with laws and regulations. 
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Management response 

Corrections are already made and will be provide with the final financial statements on 5 November 
2012 . 

Name: A Groenewald 
Position: CFO 
Date: 24 October 2012 


Auditor’s conclusion 

Management comments noted and the corrections have been processed accordingly in the annual 
financial statements received on 05 November 2012. 
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Taxes 


31. VAT not disclosed on payment basis 
Audit finding 

Disagreement misstatement: 

According to section 15 (2) (a) (v) of the Value Added Tax Act (VAT) number 89 of 1991, subject 
to the provisions of subsections 2(A) and (3), the commissioner may, on application in writing by a 
vendor, direct that the vendor account for the tax payable on the payment basis if the vendor is a 
municipality. 

Note 1.25 to the annual financial statements which pertains to the accounting policy on VAT states 
that, the municipality is registered with the South African Revenue Services for VAT on the 
payment basis, in accordance with section 15 (2) (a) of the VAT Act. 

Audit work performed on VAT revealed that the municipality accounted for and disclosed the vat 
receivable in the annual financial statements on the invoice basis, as the annual financial 
statements are prepared in accordance with accrual basis of accounting which stems from the 
General Recognised Accounting Framework. 

The VAT Act and the municipal accounting policy states that the VAT should be accounted for and 
disclosed on the payment basis, which would be in accordance with the VAT 201 submitted to 
SARS throughout the financial year. 

The amount disclosed in the annual financial statements is a receivable R485 582 while the the 
reconciliation of the VAT 201 for the period of review revealed a receivable of R335 713, resulting 
in a difference of R149 869. The difference is a result of the application of the two different 
methodologies. 

Consequently the VAT receivable is over-stated while the receivable suspense account is under- 
stated by an amount of R149 869. 

Internal control deficiency 

Leadership 

The leadership of the municipality did not design procedures and policy to ensure accurate 
reporting of financial and performance information including compliance with laws and regulations 
and internal controls. The leadership of the municipality did not encourage and guide management 
in reporting financial and performance reports monthly to facilitate the early identification of 
misstatements. 

Financial management 


Management did not supervise the preparation of the financial and performance reports and did 
not monitor and review daily discipline and monthly reconciliations that support monthly reporting 
of financial and performance reports including compliance with laws and regulations. 

Recommendation 

It is recommended that management and the leadership of the municipality establishes means to 
supervise, guide, monitor and review the process of preparation and review of financial and 
performance reporting including compliance with laws and regulations. 
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Management response 

The corrections will be made. 

Name: A Groenewald 
Position: CFO 
Date: 31 October 2012 

Auditor’s conclusion 

Management comments noted and the corrections have been processed accordingly as per the 
annual financial statements received on 05 November 2012 
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32. Capital grant expenditure: Misstatement identified 
Audit finding 

Disagreement Misstatement: 

In terms of section 62(1) of the Municipal Finance Management Act, the accounting officer of a 
municipality is responsible for the managing the financial administration of the municipality, and 
must for this purpose take reasonable steps to ensure that the municipality has and maintains 
effective, efficient and transparent systems of financial and risk management and internal control. 

Audit work performed on government grants revealed that the amount contained within the grant 
register did not agree to the capital expenditure disclosed in the annual financial statements. The 
capital grant expenditure which had been funded by the grants received pertained to infrastructure 
assets and intangible additions disclosed in the annual financial statements for the current financial 
year. An illustration of the misstatement is provided below: 


Grant capital expenditure per grant register 

9,766,566.95 

Additions: Infrastructure assets and Intangibles 

9,788,936.00 

Over-statement of grant capital expenditure 

22,369.05 


Consequently, grant capital expenditure and grant revenue are overstated, while the unspent grant 
liability is understated by an amount of R22 369.05 


Internal control deficiency 

Leadership 

The leadership of the municipality did not design procedures and policy to ensure accurate 
reporting of financial and performance information including compliance with laws and regulations 
and internal controls. The leadership of the municipality did not encourage and guide management 
in reporting financial and performance reports monthly to facilitate the early identification of 
misstatements. 

Financial management 

Management did not supervise the preparation of the financial and performance reports and did 
not monitor and review daily discipline and monthly reconciliations that support monthly reporting 
of financial and performance reports including compliance with laws and regulations. 

Recommendation 

It is recommended that management and the leadership of the municipality establishes means to 
supervise, guide, monitor and review the process of preparation and review of financial and 
performance reporting including compliance with laws and regulations. 

In addition, reconciliation should be performed between the grant register and the amounts 
disclosed in the notes to the annual financial statements to facilitate the accuracy and 
completeness of the amounts being disclosed. 
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Management response 

Laingsburg Municipality will correct the information and provide it with the final financial statements 
on 5 November 2012. 

Name: A Groenewald 
Position: CFO 
Date: 24 October 2012 

Auditor’s conclusion 

Management comments are noted and the corrections have been made with an exception of an 
amount of R63 660.79 which has not been included as grant revenue and capital grant 
expenditure. This amount will be taken to the schedule of uncorrected misstatements. 
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33. Existence of fixed assets not verified: 

Audit finding 

Disagreement misstatement: 

According to section 63(2) (a) of the Municipal Financial Management Act, the accounting officer of 
a municipality is responsible for the management of the assets of the municipality, including the 
safeguarding and the maintenance of those assets. 


When assets were tested for existence and to inspect the physical condition of the asset, the 
following water meters were not located at the household as they were removed: 


Meter number 

Street Address 

Owner 

Carrying value 

1391 

6 de Laan 50 

G Abrahams 

1,218.00 

1397 

6 de Laan 44 

H Gertse 

1,218.00 

2204 

Baviaansweg 57 

M Marthinus 

1,218.00 

2206 

Baviaansweg 53 

F Herder 

1,218.00 

2207 

Baviaansweg 51 

W Van der Merwe 

1,218.00 

2208 

Baviaansweg 49 

J Faroa & S Kammies 

1,218.00 

2210 

Baviaansweg 45 

M Appolis & B Stuurman 

1,218.00 

Total 

R8526.00 


The above mentioned discrepancy is noted to be R8 526 out of sample value of R198 380 and a 
population value of R1 241 489, thus resulting in an extrapolated misstatement of R53 356 

Consequently, the infrastructure assets are potentially over-stated by an amount of R53 356. 

Internal control deficiency 

Leadership 

The leadership of the municipality did not design procedures and policy to ensure accurate 
reporting of financial and performance information including compliance with laws and regulations 
and internal controls. The leadership of the municipality did not encourage and guide management 
in reporting financial and performance reports monthly to facilitate the early identification of 
misstatements. 


Financial management 

Management did not supervise the preparation of the financial and performance reports and did 
not monitor and review daily discipline and monthly reconciliations that support monthly reporting 
of financial and performance reports including compliance with laws and regulations. 


Recommendation 


It is recommended that management and the leadership of the municipality establishes means to 
supervise, guide, monitor and review the process of preparation and review of financial and 
performance reporting including compliance with laws and regulations. 
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In addition, the municipality should embark on bi-annual fixed asset counts as opposed to annual 
asset counts so as to facilitate a valid, accurate and complete fixed asset register. 


Management response 

Laingsburg Municipality will adjust the asset register and accordingly the AFS and provide on 5 
November 2012. 

Name: A Groenewald 
Position: CFO 
Date: 31 October 2012 

Auditor’s conclusion 

Management comments noted and the corrections have been processed accordingly in the annual 
financial statements submitted on 05 November 2012. 
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34. Provision for doubtful long term debtors : Selling schemes not accounted for 
Audit finding 

Disagreement misstatement 

In terms of section 62(1) of the Municipal Finance Management Act, the accounting officer of a 
municipality is responsible for the managing the financial administration of the municipality, and 
must for this purpose take reasonable steps to ensure that the municipality has and maintains 
effective, efficient and transparent systems of financial and risk management and internal control. 

Audit work performed on long-term receivables revealed that the contract held between the 
municipality and the users of the housing selling schemes is in the process of being dissolved. As 
a result, it is the intention of the municipality to write the outstanding debt off in the following 
financial year upon council approval. With this noted, it would deem the outstanding debt which is 
disclosed in the annual financial statements at an amount of R28 706 doubtful 

As such, the doubtful debt should be considered as a provision and the net balance should be 
reflected as zero. 

Consequently the long-term receivable is overstated while the provision for debt is understated by 
an amount of R28 706. 

Internal control deficiency 

Leadership 

The leadership of the municipality did not design procedures and policy to ensure accurate 
reporting of financial and performance information including compliance with laws and regulations 
and internal controls. The leadership of the municipality did not encourage and guide management 
in reporting financial and performance reports monthly to facilitate the early identification of 
misstatements. 

Financial management 

Management did not supervise the preparation of the financial and performance reports and did 
not monitor and review daily discipline and monthly reconciliations that support monthly reporting 
of financial and performance reports including compliance with laws and regulations. 

Recommendation 

It is recommended that management and the leadership of the municipality establishes means to 
supervise, guide, monitor and review the process of preparation and review of financial and 
performance reporting including compliance with laws and regulations. 

In addition, the municipality should implement the debt collection policy which would require them 
to apply mechanisms to recover all long- outstanding debt which would include the handing over of 
the debt to the legal representatives of the municipality. All debt which is then considered doubtful 
should be included in the provision for doubtful debt. This data should be drawn from the monthly 
debtors age analysis which would need to be reviewed by the chief financial officer. 

Management response 

Laingsburg Municipality will correct information and provide with the final financial statements on 5 
November 2012. 
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Name: A Groenewald 
Position: CFO 
Date: 24 October 2012 


Auditor’s conclusion 

Management comments noted and the corrections have been processed accordingly as per the 
annual financial statements received on 05 November 2012. 
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35. Full subsidies not issued to indigent debtors 
Audit finding 

Disagreement misstatement: 

According to the municipal equitable share house holding policy, the following households qualify 
for an indigent subsidy: 

1) Households with a monthly income less than R1500 qualify for full subsidy. 

2) Households with an income equal to 2 government grants excluding children grant qualify for 
part subsidies. 

Audit work performed in the trade receivables revealed instances whereby the householders 
whose monthly income was equal to and less than R1500 received a "part" subsidy and not the full 
subsidy in accordance with the municipal policy. An illustration of this is provided below: 


Account number 

Name 

Receivable 

Subsidy 

Total 

110012710021 

Matse W 

1712.62 

1120 

592.62 

110020420017 

Mastoge B 

1291.68 

840 

451.68 

110018260029 

van Rhyn A 

2583.36 

1680 

903.36 


Taking into consideration the fact that the abovementioned debtors are part of a sample, the 
extrapolated misstatement would be noted as R72 063.43 

The extrapolated amount was calculated as: (sample error/ extent of sample) * (population of 
indigent debtors) * (rand value of sample error). 

Consequently, the revenue and trade receivables are potentially over-stated by amount of R72 
063.42. 

Internal control deficiency 

Leadership 

The leadership of the municipality did not design procedures and policy to ensure accurate 
reporting of financial and performance information including compliance with laws and regulations 
and internal controls. The leadership of the municipality did not encourage and guide management 
in reporting financial and performance reports monthly to facilitate the early identification of 
misstatements. 

Financial management 

Management did not supervise the preparation of the financial and performance reports and did 
not monitor and review daily discipline and monthly reconciliations that support monthly reporting 
of financial and performance reports including compliance with laws and regulations. 

Recommendation 

It is recommended that management and the leadership of the municipality establishes means to 
supervise, guide, monitor and review the process of preparation and review of financial and 
performance reporting including compliance with laws and regulations. 
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Furthermore, senior revenue officials should review all applicant documentation to facilitate the 
accurate implementation of the equitable householder’s policy. The review will ensure that the 
householders receive the subsidy that they qualify in accordance with the qualifying criteria listed in 
the equitable householder’s policy. 

Management response 

Laingsburg Municipality does not totally agree with the finding: 

1. Mr. Matze was married and his wife died, only after this he made application and we correct the 
information on the PROMUN system. 

2. Ms. Matsoge also stayed with her husband and child and did not qualify for any subsidy. 

3. With Ms van Rhyn we made a mistake and will correct it. 

Further I did not agree with the calculation because as the attached information we only have 91 
qualified persons on the PROMUN system who qualify for the R140.00 subsidy. 

We will adhere to follow the policy and correct the information on the PROMUN system. 

Name: A Groenewald 
Position: CFO 
Date: 31 October 2012 


Auditor’s conclusion 

Management comments are noted, however the householders in the audit finding earned an 
income of less than R1500.00 which was stated in the application form, thus they qualify for the full 
subsidy. 

It is agreed with management that the extent of the indigent debtors are 91, thus the extrapolated 
misstatement is as follows: 

(3/30)*(91)*(1947.66) = R17 723.71 

The corrections have not been made to the annual financial statements submitted on 05 November 
and will be included in the schedule of uncorrected misstatements. 


121 




Management report of Laingsburg Municipality 2012 


Predetermined objectives 


36. Inconsistency between the targets in the Annual Report and the SDBIP: 

Audit finding 
Non-compliance: 

According to section 49 of the Municipal Systems Act No. 32 of 2000: Regulations and guidelines, 

{1) The Minister may for the purposes of this Chapter make regulations or issue guidelines in terms 
of section 120 to provide for or regulate — 

(e) the setting of a framework for performance targets by municipalities consistent with their 
development priorities, objectives and strategies set out in their integrated development plans 

Contrary to the above the following was noted during the audit of the consistency between the 
Targets reported in the Annual Report and the Targets in the SDBIP: 

The total population tested was 82 objectives and KPI with their targets and 11 errors were found 
resulting in a percentage error of 13.41%. 


No 

Objective 

KPI 

SDBIP 

Target 

Annual 

Report 

Target 

1 

Extend basic infrastructure and services to 
all residents in Laingsburg; provide all 
ndigent households with basic services 
according to national standards and income 

Provision of free basic 
electricity in terms of 
the equitable share 
requirements, 
including Eskom areas 

667 

637.75 

2 

Extend basic infrastructure and services to 
all residents in Laingsburg: provide all 
ndigent households with basic services 
according to national standards and income 

Provision of electricity 
that are connected to 
the national grid to all 
formal areas 

577 

547.75 

3 

Extend basic infrastructure and services to 
all residents in Laingsburg; provide all 
ndigent households with basic services 
according to national standards and income 

Provision of free basic 
refuse removal in 
terms of the equitable 
share requirements 

631 

601.75 

4 

Extend basic infrastructure and services to 
all residents in Laingsburg: provide all 
ndigent households with basic services 
according to national standards and income 

Provision of refuse 
removal, refuse 

dumps and solid 
waste disposal to all 
formal areas 

1222 

1193 

5 

Extend basic infrastructure and services to 
all residents in Laingsburg; provide all 
ndigent households with basic services 
according to national standards and income 

Provision of free basic 
sanitation in terms of 
the equitable share 
requirements 

631 

601.75 

6 

Extend basic infrastructure and services to 
all residents in Laingsburg: provide all 
ndigent households with basic services 
according to national standards and income 

Provision of free basic 
water in terms of the 
equitable share 

requirements 

1253 

1224 

7 

Extend basic infrastructure and services to 
all residents in Laingsburg; provide all 
ndigent households with basic services 
according to national standards and income 

Provision of cleaned 

piped water to all 

formal HH within 

200m from the 

1253 

1224 
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No 

Objective 

KPI 

SDBIP 

Target 

Annual 

Report 

Target 



household 



8 

Extend basic infrastructure and services to 
all residents in Laingsburg: provide all 
ndigent households with basic services 
according to national standards and income 

Effective management 
of electricity 

provisioning systems 

10% 

10.75% 

9 

Extend basic infrastructure and services to 
all residents in Laingsburg; provide all 
ndigent households with basic services 
according to national standards and income 

Quality of waste water 
discharge measured 
by the % water quality 
level 

89% 

78.50% 

10 

Extend basic infrastructure and services to 
all residents in Laingsburg: provide all 
ndigent households with basic services 
according to national standards and income 

Effective management 
of water provisioning 
systems to limit 

unaccounted water 

30% 

33% 

11 

To achieve a strong fin position to be able to 
withstand local and regional econ impact in 
short and long-term for the implementation 
of responsible and sustainable development 
and economic growth 

% of Root causes of 
issues raised by AG in 
AG report of the 
previous financial year 
addressed to promote 
a clean audit 

0% 

50% 


Consequently, the abovementioned variables disclosed in the annual performance report are 
inaccurate and may result in the users of the report being misled by the results of the planned 
service delivery. In addition, if not corrected, the municipality would benchmark the following year 
targets based on the incorrect variables 

Internal control deficiency 

Leadership - The leadership of the municipality did not exercise oversight responsibility regarding 

the financial and performance reporting and compliance and related internal control. 

No comparison was performed between the SDBIP and the IDP as reliance was placed on the 
service provider who prepared the documentation that the SDBIP and IDP would be aligned and 
consequently no independent reviews was performed by the municipality. 

Recommendation 

An independent review should be done where the comparison between the Annual Report targets 
and the SDBIP Annual targets should be aligned. 

Management response 

Controls will be developed to monitor the link between the IDP and SDBIP performance targets. 

Name: A Groenewald 
Position: CFO 
Date: 18 October 2012 
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Auditor’s conclusion 

Management comments noted and the audit finding will be included in the auditors report as non- 
compliance. 
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37. Predetermined Objectives: Targets reported are not measurable: 

Audit finding 
Non-compliance: 

According to the regulation 9 (b) of the GNR.796 of August 2001: Local Government: Municipal 
Planning and Performance Management Regulations, 2001, a municipality must set key 
performance indicators, including input indicators, output indicators, in respect of each of the 
development priorities and objectives. The key performance indicator must be measurable, 
relevant, objective and precise. 

Contrary to the above the following targets was noted that does not meet the measurability 
requirement: 

Per the population of 47 indicators tested, an error of 4 items was noted. This gives a percentage 
error of 8.5%. The measures pertain to the number of houses that receive the basic services, 
which were measured in decimal, however the municipality should measure the achievement in 
round numbers as the item is a household. An illustration of this is provided below: 


No 

REF 

Directorate 

Objective 

KPI 

Measure 

Target 

Actual 

1 

TL8 

Finance and 
Administration 

Extend basic infrastructure 
and services to all residents 
in Laingsburg; provide all 
indigent households with 
basic services according to 
national standards and 
income 

Provision of free 
basic electricity in 
terms of the 

equitable share 

requirements, 
including Eskom 

areas 

No of HH 
receiving 
free basic 
electricity 

667 

637.75 

2 

TL7 

Finance and 
Administration 

Extend basic infrastructure 
and services to all residents 
in Laingsburg; provide all 
indigent households with 
basic services according to 
national standards and 
income 

Provision of 

electricity that are 
connected to the 
national grid to all 
formal areas 

No of HH 

in formal 

areas that 

meet 

agreed 

service 

standards 

577 

547.75 

3 

TLll 

Finance and 
Administration 

Extend basic infrastructure 
and services to all residents 
in Laingsburg; provide all 
indigent households with 
basic services according to 
national standards and 
income 

Provision of free 
basic refuse removal 
in terms of the 
equitable share 

requirements 

No of HH 
receiving 
free basic 
refuse 
removal 

631 

601.75 

4 

TL5 

Finance and 
Administration 

Extend basic infrastructure 
and services to all residents 
in Laingsburg; provide all 
indigent households with 
basic services according to 
national standards and 
income 

Provision of free 
basic sanitation in 
terms of the 

equitable share 

requirements 

No of HH 
receiving 
free basic 
sanitation 

631 

601.75 


Consequently, the targets are not clear and measurable. 

Internal control deficiency 

Leadership - The leadership of the municipality did not exercise oversight responsibility regarding 

the financial and performance reporting and compliance and related internal control. 
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The cause of the finding is a result of the municipality calculating an average achievement over the 
financial year which resulted in them adding up all the monthly achievements and dividing it by 
twelve months, hence the result being in decimal. 

Recommendation 

The municipality should round down the calculation performed in order to report on a complete 
household whom were provided the required basic services. 

Management response 

Laingsburg Municipality will develop process to round calculations on the performance report. 

Name: A Groenewald 
Position: CFO 
Date: 31 October 2012 

Auditor’s conclusion 

Management comments are noted and the audit finding will be included in the auditor’s report as 
non-compliance. 
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38. Non-compliance: Budget 


Audit finding 
Non-compliance 

According to section 52(l)(d) of the Municipal Financial Management Act, the mayor of a 
municipality must, within 30 days of the end of each quarter, submit a report to the council on the 
implementation of the budget and the financial state affairs of the municipality. 

According to section 72(l)(b)(ii) of the Municipal Financial Management Act, the accounting officer 
of a municipality must by 25 January of each year, submit the performance assessment of the 
municipality to National Treasury. 

Per regulation 34(1) of the Municipal Budget and Reporting Regulations (GNR 393 of 17 April 
2009j, the monthly budget statements needs to be placed on them municipal website. 

Per regulation 5 of the Municipal Budget and Reporting Regulations (GNR 393 of 17 April 2009), 
the mid-year budget and performance assessment report needs to be placed on the municipal 
website by 31 January. 

Audit work performed on the municipal budget revealed that the municipality did not adhere to the 
above mentioned legislative requirements 

Consequently, the municipality has incurred non-compliance with the applicable legislative 
frameworks. In addition, by failing to upload the performance assessment and budget 
statements of the municipality on the municipal website may result in the local community not 
being aware of the implementation of the budget and the financial state of affairs of the 
municipality. 

Internal control deficiency 

Leadership -The leadership of the municipality did not exercise oversight responsibility regarding 

the financial and performance reporting and compliance and related internal controls. 

The cause of the finding is due to an oversight by the leadership of the municipality as it was not 
seen to be a priority to upload the budget on the website. 

Recommendation 

It is recommended that the municipality adopt a compliance checklist which would detail the 
legislative requirements together with the timeframes so as to facilitate the compliance thereof. 

Management response 

Corrective measures will be develop and timeframes to assist employees to comply with 
legislation. 

Name: A Groenewald 
Position: CFO 
Date: 30 October 2012 
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Auditor’s conclusion 


Management comments noted and the 
annual financial statements received on 


actual versus budget was included as an annexure to the 
05 November 2012. 
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Employee costs 

39. Employees did not take the minimum required annual leave: 

Audit finding 
Non-compliance: 

Per section 3. 1.2.1 of the SALBC main collective agreement, a five day worker shall take a 
minimum of sixteen days annual leave. 

Audit work performed on annual leave revealed that a number of employees whom were employed 
for the full leave cycle did not take the required number of annual leave days as required by the 
SALBC main collective agreement. An illustration of this is provided below: 


Employee number 

Surname 

Name 

Initial 

Leave taken 

55 

Du Toit 

Louisa Johanna 

LJ 

4 

11 

Meyer 

Femmer Pieter 

FP 

0 

20 

Viljoen 

Karel 

K 

11 

26 

Van Pool 

Koos 

K 

8 

30 

Groenewald 

Alida Susanna 

A 

13 

33 

Van der Merwe 

Antionette 

A 

15 

49 

Vorster 

Stefanus 

SJ 

4 

58 

Hendrikse 

Neil Anthony 

NA 

15 

81 

Gerste 

Keith Justin 

KJ 

1 

82 

Smith 

Anenien Patricia 

AP 

10 

89 

Geduld 

Ursula Hildagard 

UH 

12 

84 

Van Schalkwyk 

Catherine 

C 

11 

86 

Gelandt 

Joseph Edward 

JE 

13 


Consequently, the impact of the finding results in non-compliance with section 3. 1.2.1 of the 
SALBC main collective agreement. Furthermore, if employees continue to not take the required 
number of annual leave days, it may result in them being overworked and thus unproductive which 
could further result in human errors. 

Internal control deficiency 

Leadership - Establish and communicate policies and procedures to enable and support 

understanding and execution of internal control objectives, processes and responsibilities 

The cause of the finding is a result of management not communicating to the respective 
employees their annual leave balance on a monthly basis. 

Recommendation 

It is recommended that the officials within the human resource department of the municipality 
communicate the number of annual leave days available to the employees on a monthly basis so 
as to facilitate the utilization of such leave. 
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Management response 

Processes will be put in place to address the number of annual leave days to be communicated to 
the relevant employees on a monthly basis. 

Name: A Groenewald 
Position: CFO 
Date: 24 October 2012 

Auditor’s conclusion 

Management comments are noted and the audit finding will be included in the management report 
as non-compliance. 
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40. Control accounts not reconciled on a monthly basis: 

Audit finding 
Control deficiency: 

In terms of section 98(2) of the Municipal Finance Management Act, the accounting officer of the 
municipality must take all reasonable steps to ensure that all accounts are reconciled each month. 

Assessment of the municipality's control environment revealed that the control accounts such as 
assets, cash and bank, inventory and creditors were not reconciled on a monthly basis. 

The impact of the finding may resulted in the errors and completion of data pertaining to the control 
accounts not being identified, assessed and corrected in a timely manner. 

Internal control deficiency 

Financial and Performance Management: Implement controls over daily and monthly processing 

and reconciling of transactions 

The above deficiency was caused as a result of the system conversion during the financial year 
from Afriraad to Promun and the municipal staff needed time to familiarize itself with the 
functionality of the new system and thus did not perform the required reconciliations for the 
abovementioned control accounts. 

Recommendation 

It is imperative that such reconciliations are performed as it will identify differences between the 
balance on the control accounts and the total of the balances in the ledger / sub schedules it 
controls. 

Furthermore, the causes of the identified differences must be investigated and the necessary 
corrections should be made. 

In addition, the staff of the municipality should be provided with training interventions to ensure that 
they fully understand the financial accounting system so that the required reconciliations can be 
performed. 

Management response 

Some controls are already addressed and all other will be designed and implemented for 2012- 
2013 financial year and be monitored. 

Name: A Groenewald 
Position: CFO 
Date: 18 October 2012 

Auditor’s conclusion 

Management comments are noted and the audit finding will be included in the management report 
as an internal control deficiency. 
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Cash and cash equivalents 


41. Bank Reconciliations not performed for the entire period of review: 

Audit finding 
Control deficiency: 

In terms of section 98(2) of the Municipal Finance Management Act, the accounting officer of the 
municipality must take all reasonable steps to ensure that all accounts are reconciled each month. 

Whilst performing a walkthrough test to evaluate the design and implementation of key controls 
revealed that bank reconciliations were not performed on a monthly basis from November 2011 to 
June 2012, but rather at year-end for the period mentioned above. 

The bank reconciliation is an analysis and adjustment of differences between the cash balance 
shown on a bank statement, and the amount shown in the municipality’s records. This matching 
process involves making allowances for cheques issued but not yet presented for payment, and for 
cheques deposited but not yet cleared or credited and, if discrepancies persist, finding the cause 
and bringing the records into agreement. 

Consequently, differences between the bank statements and bank balance per the general ledger 
would not be identified and corrected throughout the financial year which may result in a potential 
misstatement of the bank balance reported in note 16 to the annual financial statements. 

Internal control deficiency 

Financial and Performance Management: Implement controls over daily and monthly processing 

and reconciling of transactions 

The above is as a result of the conversion of the financial accounting system from Afriraad 
to Promum during the period under review. Furthermore, the municipal staff requires time to 
familiarize itself with the functionality of the new system and thus did not perform the required 
reconciliations of the municipal bank accounts. 

Recommendation 


Management should ensure that bank reconciliations should be done for every account, every 
month, and reviewed by a responsible manager, who does not actually prepare them to ensure 
incompatible functions are not performed. 

Furthermore, all reconciling items get identified and cleared in a timely basis to facilitate an 
accurate and complete bank balance which is disclosed in the annual financial statements. 

In addition, the staff of the municipality should be provided with training interventions to ensure that 
they fully understand the financial accounting system so that the required reconciliations can be 
performed. 


Management response 

The system will be implemented to reconcile the bank accounts on a monthly basis. 


Name: A Groenewald 
Position: CFO 
Date: 12 October 2012 
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Auditor’s conclusion 

Management comments are noted and the audit finding will be included in the management report 
as an internal control deficiency. 
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42. Discrepancy between the bank reconciliation and the general ledger 
Audit finding 
Control deficiency: 

Per section 98(b) of the Municipal Financial Management Act, the accounting officer must take all 
reasonable steps to ensure that all accounts of the entity are reconciled each month. 

Audit work performed on cash and cash equivalents revealed that the bank balance per the annual 
financial statements and general ledger reflected an amount of R939 372, which differed from the 
cash book balance per the bank reconciliation which reflected an amount of R845 409. The 
reconciling items contained within the bank reconciliation is the sum of the difference between the 
R845 409 and the bank statement and bank confirmation amount of R1 624 856.57, which is 
incorrect as the amount of R939 372 should replace the R845 409. 

Consequently, the municipality has un-reconciled differences to the value of R93 963 if not 
corrected will be included in the schedule of unadjusted audit differences and evaluated with other 
uncorrected misstatements. 

Internal control deficiency 

Financial and Performance Management: Implement controls over daily and monthly processing 

and reconciling of transactions 

The cause of the finding was as a result of the municipality not performing monthly bank 
reconciliations due to the conversion of the financial accounting system from Afriraad to Promum 
during the period under review. 

Recommendation 

Management should ensure that bank reconciliations should be done for every account, every 
month, and reviewed by a responsible manager, who does not actually prepare them to ensure 
incompatible functions are not performed. 

Furthermore, all reconciling items get identified and cleared in a timely basis to facilitate an 
accurate and complete bank balance which is disclosed in the annual financial statements. 

In addition, the staff of the municipality should be provided with training interventions to ensure that 
they fully understand the financial accounting system so that the required reconciliations can be 
performed. 

Management response 

The information will be provided with the final financial statements on 5 November 2012. 

Name: A Groenewald 
Position: CFO 
Date: 22 October 2012 

Auditor’s conclusion 

Management comments are noted and the audit finding will be included in the management report 
as an internal control deficiency. 
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Employee costs 


43. Employee costs: Annual leave balance exceeded 48 day threshold: 

Audit finding 
Non-compliance: 

Per section 3.1.5 of the SALBC main collective agreement, any leave in excess of forty-eight (48) 
days may be encashed should the employee be unable to take such leave as a result of 
operational requirements. If, despite, being afforded an opportunity to take leave, an employee 
fails, refuses or neglects to take the remaining leave due to him during this period, such remaining 
leave shall fall away. 

Audit work performed on annual leave revealed that a number of employees annual leave balance 
as at 30 June 2012 exceeded the forty-eight day threshold as required by the SALBC main 
collective agreement. An illustration of this is provided below: 


Employee number 

Surname 

Name 

Leave balance 

55 

Du Toit 

Louisa Johanna 

82 

30 

Groenewald 

Alida Susanna 

82 

44 

Gouws 

Noeline Winnifred 

57 

58 

Hendrikse 

Neil Anthony 

105 

59 

Saaiman 

Candice Monica 

57 

35 

Williams 

Retro Allan 

53 


Consequently, the impact of the finding results in non-compliance with section 3.1.5 of the SALBC 
main collective agreement. Furthermore, if employees continue to not take the required number of 
annual leave days, it may result in them being overworked and thus unproductive which could 
further result in human errors. 

Internal control deficiency 

Leadership - Establish and communicate policies and procedures to enable and support 

understanding and execution of internal control objectives, processes and responsibilities 

The cause of the finding is a result of management not communicating to the respective 
employees their annual leave balance on a monthly basis. 

Recommendation 

It is recommended that the officials within the human resource department of the municipality 
communicate the number of annual leave days available to the employees on a monthly basis so 
as to facilitate the utilization of such leave. If employees are unable to utilize the leave due to 
operational requirements, such leave would need to be encashed, and if they can take it, but fails 
to do so, the leave should lapse. As such, the leave records would need to be amended to take the 
requirements of section 3.1.5 of the SALBC main collective agreement into account. 

Management response 

Laingsburg Municipality will develop processes. We already busy uploading leave on PROMUN 
system. 
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Name: A Groenewald 
Position: CFO 
Date: 30 October 2012 

Auditor’s conclusion 


Management comments noted, hence the matter will be reported in the management report as 
non-compliance. 
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44. Appointments: Employment contract not signed by employee 
Audit finding 
Control deficiency: 

According to section 62 (1) (c) of the Municipal Finance Management Act number 1 of 1999, the 
accounting officer of a municipality is responsible for managing the financial administration of the 
municipality, and must for this purpose, take all reasonable steps to ensure that the municipality 
has and maintains effective, efficient and transparent systems of financial and risk management 
and internal control. 

Audit work performed on the appointment of personnel for the year under review revealed that the 
employment contracts had been signed by the Municipal Manager, but not by the employee for the 
following employees: 


Name 

Department 

Appointment date 

M Nel 

T raffic 

01-Dec-ll 

J Blaauw 

Traffic 

01-Dec-ll 


Consequently, the impact of the finding may result in the employment contract not being valid, and 
thus the employee may not be aware of the terms and conditions of the contract which could 
further result in any breach of duty by the employee during the employment duration not being 
validated as there is no legal binding agreement in place. 

Internal control deficiency 

Leadership - Establish and communicate policies and procedures to enable and support 

understanding and execution of internal control objectives, processes and responsibilities 

The cause of the finding is a result of the lack of monitoring and review of the adherence to the 
standard operating procedures pertaining to the appointment of personnel. 

Recommendation 

It is recommended that the process of the appointment of the personnel is monitored and reviewed 
to facilitate the completeness thereof. 

Management response 

Processes will be compiled to address the shortcomings identified. 

Name: A Groenewald 
Position: CFO 
Date: 30 October 2012 

Auditor’s conclusion 

Management comments noted and the audit finding will be included in the management report and 
internal control deficiency. 
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45. Human Resources: No human resource committee: 

Audit finding 
Control deficiency: 

In terms of Section 79(l)(a) of the Municipal Structures Act, number 117 of 2003, the municipal 
council may establish committees necessary for the effective and efficient performance of any of its 
functions. 

Contrary to the above, it was discovered that the municipality did not establish a Human Resource 
Committee. As a result, a human resource plan which would need to be aligned to the approved 
annual budget and strategic plan had not been performed 

The impact of the finding would result in human resource deficiencies will not be identified, 
assessed and responded to in a timely manner or at all. 

Internal control deficiency 

Leadership - Implement effective HR management to ensure that adequate and sufficiently skilled 

resources are in place and that performance is monitored 

The cause of the finding is due to the capacity constraints experienced by the municipality. 

Recommendation 

The municipality would need to establish a Human Resource Committee and thus compile and 
implement a Human Resource Plan which is aligned to the annual approved budget and strategic 
plan to facilitate an effective organisational structure and that all human resource deficiencies are 
promptly identified, assessed and responded to. 

Management response 

The Human resource committee and plan will be establish and develop in the current financial 
year. 

(a) I submitted a Human Resource Plan to the Internal Auditor for commends and will be forward 
to the relevant people soon. 

(b) After consultation and enquiring on what the function of the Committee will be, the Municipality 
will establish the H/R Committee before the end of this year. 

Name: A Groenewald 
Position: CFO 
Date: 12 October 2012 

Auditor’s conclusion 

Management comments are noted and the audit finding will be included in the management report 
as an internal control deficiency. 
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46. Lack of segregation of duties 

Audit finding 
Control deficiency: 

In terms of section 62(l)(c) (i)of the Municipal Finance Management Act, the accounting officer of a 
municipality is responsible for managing the financial administration of the municipality, and must 
for this purpose, take all reasonable steps to ensure that the municipality has and maintains an 
effective, efficient and transparent system of financial and risk management and internal control. 

While performing audit tests on the operating effectiveness of the internal control environment, it 
was discovered that there is a clear lack of segregation of duties pertaining to the initiation, 
processing, and reporting within the finance department. An extract of this deficiency can be 
related to journal entry number AJ140 pertaining to the recognition and measurement of inventory 
for the financial year which was prepared and reviewed by the same individual and not checked by 
the chief financial officer for validity, accuracy and completeness thereof. 

The impact of the finding may result in errors in the preparation of the financial information not 
being identified, assessed and corrected. In addition, fictitious journal entries may be processed in 
order to conceal fraud and/or errors. 

Internal control deficiency 

Leadership - Implement effective HR management to ensure that adequate and sufficiently skilled 

resources are in place and that performance is monitored 

The cause of the finding is due to the capacity constraints experienced by the municipality. 

Recommendation 

The municipality would need to ensure that all capacity constraints are identified and are promptly 
filled with relevant and qualified personnel. In addition, the system flow of the transactions 
processed by the municipality needs to be prepared and reviewed by two separate senior officials. 

Management response 

Laingsburg Municipality will develop process to ensure that the system flow of transactions is 
processed by different officials. 

Name: A Groenewald 
Position: CFO 
Date: 31 October 2012 

Auditor’s conclusion 

Management comments are noted and the audit finding will be included in the management report 
as a control deficiency. 
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47. Budget versus actual comparison not disclosed in the AFS 

Audit finding 

Non-compliance: 

According to paragraph 12 of GRAP 24 on the presentation of budget information in the annual 
financial statements, an entity shall present a comparison of the budget amounts for which it is 
held publicly accountable and actual amounts either as a separate additional financial statement or 
as additional budget columns in the financiai statements currently presented in accordance with 
standards of GRAP. The comparison of budget and actual amounts shall present separately for 
each level of legislative oversight: 

a) The approved and final budget amounts, 

b) The actual amounts on a comparable basis, and 

c) By way of note disclosure, an explanation of material differences between the budget for which 
the entity is held publicly accountable and actual amounts, unless such explanation is included in 
other public documents issued in conjunction with the financial statements, and a cross-reference 
to those documents is made in the notes. 

Contrary to the above, inspection of the annual financial statements furnished for audit purposes, 
revealed that the municipality did not include as a separate annexure to the annual financial 
statements or include a column within the annual financial statements the budget amounts together 
with the comparison of it to the actual amounts for the current financial year together with valid and 
reasonable explanations for all material variances. 

Consequently, the annual financial statements is incomplete and not presented in accordance with 
GRAP 24. In addition, the users of the financial statements will not be aware of the over and or 
under spending of the municipal budget which has an impact on service delivery and the reasons 
thereof. 

Internal control deficiency 

Leadership 

The leadership of the municipality did not design procedures and policy to ensure accurate 
reporting of financial and performance information including compliance with laws and regulations 
and internal controls. The leadership of the municipality did not encourage and guide management 
in reporting financial and performance reports monthly to facilitate the early identification of 
misstatements. 

Financial management 

Management did not supervise the preparation of the financial and performance reports and did 
not monitor and review daily discipline and monthly reconciliations that support monthly reporting 
of financial and performance reports including compliance with laws and regulations. 

Recommendation 

It is recommended that management and the leadership of the municipality establishes means to 
supervise, guide, monitor and review the process of preparation and review of financial and 
performance reporting including compliance with laws and regulations. 
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Management response 

Appendix E was provided in soft copy on CD with the AFS on 16 October 2012. Appendix E will be 
updated with effects at all proceeding communication of audit findings and included in AFS to be 
presented on 5 November 2012. 

Name: A Groenewald 
Position: CFO 
Date: 31 October 2012 

Auditor’s conclusion 

Management comments are noted and the budget versus actual comparison was included as an 
annexure to the annual financial statements received on 05 November 2012. 
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Leases 


48. Operating leases: No lease agreement in place 
Audit finding 
Control deficiency: 

Section 62(1) of the MFMA No. 56 of 2003 states that: the accounting officer of a municipality is 
responsible for managing the financial administration of the municipality, and must for this purpose 
take all reasonable steps to ensure that full and proper records of the financial affairs of the 
municipality are kept in accordance with any prescribed norms and standards. 

Whilst performing a walkthrough test to evaluate the design and implementation of key controls 
revealed that the lease agreement between Laingsburg Municipality (the lessee) 
and Verhuring Edms (the lessor) for the rental of a property in VIeiland farm which is utilized as 
a library could not be furnished for audit purposes. 

Consequently, the accuracy of the lease payments cannot be confirmed as both parties did not 
agree to the terms and conditions of the lease arrangement which incorporate the lease rental due 
to the absence of the lease agreement. 

Internal control deficiency 

Financial and performance management - Implement proper record keeping in a timely manner to 

ensure that complete, relevant and accurate information is accessible and available to support 

financial and performance reporting 

The cause of the finding is due to the fact that the lessor has relocated to Australia, which has a 
negative impact on the communication line between the two parties. 


Recommendation 

Management should ensure that a lease agreement is entered into and signed by both parties thus 
agreeing on the terms and conditions of the contract prior to taking occupancy of the premises and 
utilizing it for service delivery. 

Management response 

The municipality is in the process of compiling an agreement with the trustees. 

Name: A Groenewald 
Position: CFO 
Date: 12 October 2012 

Auditor’s conclusion 

Management comments are noted and the audit finding will be included in the management report 
as an internal control deficiency. 
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49. VAT: Apportionment not performed 
Audit finding 
Control deficiency: 

According to section 18 (5) of the Value Added Tax Act, where goods or services have been 
supplied to or imported by a vendor; or goods have been manufactured, assembled, constructed or 
produced by a vendor; or goods or services are deemed by subsection (4) to have been supplied 
to a vendor, and such goods or services were acguired, manufactured, assembled, constructed 
or produced or applied by such vendor partly for the purpose of consumption, use or supply in 
the course of making taxable supplies and such goods or services were acguired, manufactured, 
assembled, constructed or produced or applied by such vendor partly for the purpose of 
consumption, use or supply in the course of making taxable supplies (other than taxable supplies 
in respect of which, if such goods or services had been acquired at the time of such application, a 
deduction of input tax would have been denied in terms of section 17 (2)) or of making supplies in 
the course of an activity which was an enterprise or would have been an enterprise if section 1 had 
been applicable prior to the date of promulgation of this Act (other than supplies in respect of 
which, if such goods or services had been acquired at the time of such application, a deduction of 
input tax would have been denied in terms of section 1 7 (2) if that section had been applicable 
prior to the commencement date) such goods or services shall, if the extent of the application or 
use of such goods or services in the course of making taxable supplies (other than taxable 
supplies in respect of which, if such goods or services had been acquired at the time of such 
application, a deduction of input tax would have been denied in terms of section 17 (2)) is 
subsequent to the commencement date increased in relation to their total application or use, be 
deemed to be supplied to him, and the Commissioner shall allow the vendor to make a deduction 
in terms of section 16 (3), in the tax period during which such increase is deemed by subsection (6) 
to take place, of an amount determined in accordance with the formula: A*B*C*D. 

Audit work performed on VAT revealed that indicators existed that the VAT at financial year end 
should have been apportioned as the vat able supplies were identified to be less than 95% in 
relation to total suppliers. An illustration of this is provided below: 


Class of supply 

VAT effect 

Amount 

Property rates 

Zero- rated 

2,210,888.00 

Service charges 

Standard 

11,161,551.00 

Rental income 

Standard 

2,004,741.00 

Fines 

Exempt 

2,156,459.00 

Licences and permits 

Exempt 

277,663.00 

Income from agencies 

Standard 

88,488.00 

Other income 

Standard 

412,566.00 

Investment revenue 

Standard 

768,218.00 

Grants and subsidies 

Zero-rated 

20,776,487.00 

Total supplies 


39,857,061.00 


The "exempt" supplies provides a total of R2 434 122 in proportion to the total supplies of R39 857 
061, thus resulting in the percentage of vat able supplies being 93.89%. As a result, the input 
vat claimed via the purchase of goods and services which were purchased with the intention of 
being utilised for the creation of taxable and non-taxable supplies would need to be limited to the 
above mentioned percentage. 

Consequently, the impact of the finding results in non-compliance with section 18 (5) of the VAT 
Act, and may result in penalties received from the South African Revenue Services. 
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Internal control deficiency 

Financial and performance management - Controls over IT systems to ensure the reliability of the 

systems and the availability, accuracy and protection of information. 

The cause of the finding is a result of the municipality not implementing a configured system with 
automated controls to calculate the apportionment for each transaction that is processed. 

Recommendation 

It is recommended that the municipality adopt and implement a fully functional VAT configured 
system to facilitate accurate and complete VAT records. 

Management response 

The Municipality did not apply the VAT apportionment ratio, but rather the direct attribution. 
Apportionment of input tax only applies where the expense cannot be directly attributed. 

The Municipality will however inspect GL accounts on the Promun system in order to confirm the 
correct configuration of the VAT on the system. If any errors are identified, it will be corrected and 
treated accordingly. 

Extract out of act page 28 “In applying the concept of direct attribution, the manner in which 
expenses are incurred and the actual application of the goods or services in the business must be 
examined. Where a vendor makes only taxable supplies, this is a simple exercise in that the VAT 
incurred will usually be exclusively for taxable supplies, and the input tax can be deducted in full. 
However, in most cases, a municipality will make both taxable and exempt supplies. This does not 
mean that when a municipality incurs an expense that it should apply an apportionment ratio to 
deduct input tax without first investigating whether the expense is directly attributable to exempt or 
other non-taxable supplies, or to taxable supplies. Remember that apportionment of input tax only 
applies where the expense cannot be directly attributed. In other words, apportionment only 
applies where the expense is incurred for mixed use purposes, that is, taxable and non-taxable 
purposes.” 

Auditor’s conclusion 

Management comments are noted. Although the municipality applied the direct attribution method, 
they should have applied the VAT apportionment ratio, as a result of the audit calculation included 
in the audit finding. 

It is thus the duty and responsibility of the municipality to perform the exercise for each expense to 
assesses the “purpose:” thereof. 

It is thus recommended that the system be configured to support the above mentioned exercise. 
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Operating expenditure: 

50. Control deficiency: Subsistence and Travel 
Audit finding 
Control deficiency: 

According to section 65 (2) (a) of the Municipal Finance Management Act No. 56 of 2003, the 
accounting office of a municipality is responsible for the management of expenditure of the 
municipality and must take all reasonable steps to ensure that the municipality has and maintains 
an effective system of expenditure control, including procedure for the approval, authorization, 
withdrawal and payment of funds. 

Audit work performed on the subsistence and travel revealed that the travel claims submitted by 
the municipal official were not approved before the trip was undertaken. It has also been found that 
some of the payments were made on pro forma invoice or photo copies. 



Date 

Item description 

Amount 

recorded 

Cheque 

no. 

Supplier 

Name/Claimant 

Finding 

1) 

July 15, 

2011 

Bed and breakfast: 3 
single rooms for staff 
members (360*3*4 + 

60*12 breakfast) 

5,040.00 

33134 

Tree Top Guest 
House 

Payment on 

proforma 

invoice 

2) 

October 13, 
2011 

Alginate uitgawe reis en 
verblyf 

5,317.65 

6385 

Jinel Brandstof 

Payment 
made on 
copies. 

3) 

201203 

Accommodation for Mnr H. 
Horn (Attended a 

Speaker's forum at Cape 
Town) 

2,957.75 

35033 

Garden Court 

Payment on 

proforma 

invoice 

4) 

201205 

Claim of travelling costs 
(municipal official 

professional training) 

4,256.43 

35469 

Mr. PD, Post 

Claim not 
approved 
prior the trip 

5) 

201109 

Accommodation for Mnr 
PA. Williams () 

5,264.00 

33705 

Mr., PA. Williams 
and The Cape 
Townian 

Claim not 
approved 
prior the trip 

6) 

October 28, 
2012 

trip to Worcester; SALGA 
Cape Town; Kleinmond 
Aurecon Capt town 

9,018.00 

33990 

Mr. PA Williams 

Claim not 
approved 
prior the trip 

7) 

November 
30, 2012 

Municipal Manager 

attending a SA Local 
Government Bargaining 
council in Bellville 

9,341.50 

34287 

Mr. PA Williams 

Claim not 
approved 

8) 

March 02, 
2012 

Travel and subsistence 
(MM attended Premier's 
Co-coordinating Forum) 

4,008.55 

34949 

Mr. PA Williams 

Claim not 
approved 
prior trip 

9) 

September 
16, 2011 

Bed and breakfast: nights 
(600*4-1-8*60-1-3*240-1-60*3) 

3,631.61 

33621 

Tree Top Guest 
House 

No trip 

authority 

10) 

December 
01, 2011 

(claim for km travelled by 
the official to an official to 
a steering committee) 

2,774.00 

34297 

Me. A. 

Groenewald 

Not 

approved 
my MM 

11) 

June 04, 
2012 

(claim for km travelled by 
the official to an official to 
a CFO forum) 

2,660.40 

35673 

Me. A. 

Groenewald 

Not 

approved 
by MM 

12) 

July 11, 

2011 

Attended the IDP Mangers 
Forum: Saldanha Bay 

2,305.00 

33113 

Me. GD. Pekeur 

Not 

approved 
by MM 

13) 

January 13, 

Subsistence and travel 

2,406.76 

34586 

Jinel Brandstof 

Not 
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Date 

Item description 

Amount 

recorded 

Cheque 

no. 

Supplier 

Name/Claimant 

Finding 


2012 

(fuel) 




approved 
by MM 

14) 

201108 

TEGNIES R+V 

10,577.31 

33831 

Mnr. A. Aford 

Not 

approved 
by MM 


Consequently, the above may result in the non-adherence to the subsistence and travel policy. 

Internal control deficiency 

Financial and performance management 

Management did not review all supporting documentation to ensure compliance with standard 
operating procedures prior to approval of payments. 

Recommendation 

Management should ensure that standard operating procedures are applied and implemented prior 
to approval of all payments. 

Management response 

According to the Municipality’s records nr 2 and 13 is creditor payments (petrol for travelling with 
municipal vehicle in town), with the rest of the COMAF we agree and will further develop process 
to complete the transactions. 

Name: A Groenewald 

Position: CFO 

Date: 01 November 2012 

Auditor’s conclusion 


Management comments are noted and the audit finding will be included in the management report 
as an internal control deficiency. 
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Receivables 


51. Receivables: No agreement in place 
Audit finding 
Control deficiency: 

Section 62(1) of the MFMA No. 56 of 2003 states that: the accounting officer of a municipality is 
responsible for managing the financial administration of the municipality, and must for this purpose 
take all reasonable steps to ensure that full and proper records of the financial affairs of the 
municipality are kept in accordance with any prescribed norms and standards. 

Whilst performing a walkthrough test to evaluate the design and implementation of key controls 
over long-term debtors revealed that no agreements were entered between Laingsburg 
Municipality and the residents that form part of the self-build housing scheme. 

It is imperative to have a signed agreement between both parties to clearly establish the terms of 
the transaction, including the responsibilities of each party, in order to avoid misunderstandings 
that could occur in the absence of specified terms and to provide legal protection in the event 
either party doesn’t perform. 

The impact of the finding may result in the municipality being unable to recover the outstanding 
debts as no binding agreement exists to enforce the recovery of such debts. 

Internal control deficiency 

Leadership - Establish and communicate policies and procedures to enable and support 

understanding and execution of internal control objectives, processes and responsibilities. 

The municipality has not designed and implemented standardized contracts for completion 
between themselves and the members of the self-build housing scheme. 

Recommendation 

Management should ensure that a signed contract which creates an agreement between the 
municipality and members of the self-build housing scheme that provides the legal basis for the 
relationship and alters in favour of the municipality and many of the standard legal presumptions 
that would otherwise apply under the law, such as: 

Establishing rights and remedies in the event of a default, such as failure to pay the agreed 
monthly instalment as stipulated in the agreement. 

Management response 

Already in process with owner to compile a agreement. 

Name: A Groenewald 
Position: CFO 
Date: 12 October 2012 

Auditor’s conclusion 

Management comments are noted and the audit finding will be included in the management report 
as an internal control deficiency. 
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Revenue 

52. Valuation roll not uploaded on the Website 

Audit finding 

Non-compliance: 

In terms of Sec 23 (4) of the Municipal Property Rates Act of 2004, the register must be open for 
inspection by the public during office hours. If the municipality has an official website or another 
website available to it, the register must be displayed on that website. 

Contrary of the above the valuation roll was not uploaded onto the municipality’s website. 
Furthermore, this matter was reported during the 2010/11 financial year. 

The impact of the finding was that the valuation roll is not open for inspection by the public as is 
required by the above Act 

Internal control deficiency 

Financial and performance management - Review and monitor compliance with applicable laws 

and regulations 

The action plan developed by management to address prior years audit finding was not properly 
monitored by the municipality to ensure compliance with all relevant laws and regulations. 

Recommendation 

Management should ensure that all the required documents in terms of the Municipal Property 
Rates Act 6 of 2004 are complied with. 

Management response 

Management will ensure that the valuation roll is advertised on the website. 

Name: A Groenewald 
Position: CFO 
Date: 30 October 2012 

Auditor’s conclusion 

Management comments noted and the audit finding will be included in the management report as 
non-compliance. 
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53. No register for Traffic Fines Book 
Audit finding 
Control deficiency: 

Per section 62 (1) of the Municipal Finance Management Act No. 56 of 2003, the accounting officer 
of a municipality is responsible for managing the financial administration of the municipality, and 
must for this purpose take all reasonable steps to ensure that full and proper records of the 
financial affairs of the municipality are kept in accordance with any norms and standards. 

Contrary to the above, it was noted that there was no controls were in place over the issuing and 
receiving of traffic fine books which resulted in the register for the fine books not being furnished 
for audit purposes. 

Consequently, the completeness of the traffic fine books may not be established. 

Internal control deficiency 

Financial and performance management - Controls over daily and monthly processing and 

reconciling of transactions 


The cause of the finding is a result of municipal staff component not being aware that it is a key 
operating control to establish a register of all movement of traffic fine books. 

Recommendation 

It is recommended that the staff of the municipality be trained and informed that a register be 
developed and maintained for all movement of traffic fine books. 

Management response 

Laingsburg Municipality has implemented a system, and will also monitor the progress as well as 
the compliances. 

Name: A Groenewald 
Position: CFO 
Date: 31 October 2012 

Auditor’s conclusion 

Management comment is noted and the audit finding will be included in the management report as 
an internal control deficiency. 
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54. No reconciliation of income received for Fines and invoices received. 

Audit finding 
Control deficiency: 

According to section 62(1) of the Municipal Finance Management Act No. 56 of 2003, the 
accounting officer of a municipality is responsible for managing the financial administration of the 
municipality, and must for this purpose take all reasonable steps to ensure that full and proper 
records of the financial affairs of the municipality are kept in accordance with any norms and 
standards. 

Contrary to the above requirements it was noted that no reconciliation was performed between the 
fines issued by the external parties (Sol Plaatjies and Trapeze) and the revenue received from 
fines by the municipality 

Consequently, revenue from fines may be understated due to lack of reconciliations performed. 

Internal control deficiency 

Financial and performance management - Controls over daily and monthly processing and 

reconciling of transactions 


The deficiency was caused as a result of the system conversion during the financial year from 
Afriraad to Promun and the municipal staff needed time to familiarize itself with the functionality of 
the new system and thus did not perform the required reconciliations for the abovementioned 
control accounts. 

Recommendation 

Reconciliations should be performed and reviewed on a monthly basis so to ensure that the invoice 
received from the external party matches the income that the municipality is entitled to. 

Management response 

Laingsburg Municipality will compile a process to do monthly reconciliations and be reviewed. 

Name: A Groenewald 
Position: CFO 
Date: 31 October 2012 

Auditor’s conclusion 

Management comments are noted and the audit finding will be included in the management report 
as an internal control deficiency. 
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55. Information technology governance: 

Audit finding 
Control deficiency: 

IT governance is the responsibility of executive management. It is an integral part of organisational 
governance and consists of the leadership, organisational structures and processes that ensure 
that the organisation’s IT resources would sustain its strategies and objectives. IT governance 
allows the organisation to manage IT risks and derive value from IT investments, and supports the 
achievement of business objectives that are dependent on IT systems. 

As reported in the previous audit, municipal management had not designed IT governance controls 
to ensure that IT supports the organisation’s strategies and objectives. As a result, the following 
weaknesses were still identified: 

• An IT Governance framework had not been adopted. 

• The municipality did not have an IT Strategic plan in place. 

• An IT Risk and Control Framework had not been adopted. 

• An IT risk register was not in place, nor had any IT Risk Assessments been performed. 

• A process to monitor the services provided by external service providers was not in place. 

Without adequate IT governance processes and controls, there will not be any provision made for 
the structures, policies and processes to ensure that IT supports the organization’s strategies and 
objectives. 


Internal control deficiency 

Leadership: Establish an IT governance framework 

The municipality does not have an IT department or IT personnel and therefore lacks the capacity 
and appropriately skilled IT resources to implement the necessary IT controls and processes. 
Reliance is therefore placed on the external service providers. 

Internal Audit is currently engaging with other municipalities on the available frameworks that could 
be adopted by the municipality. 

Governance: Implement IT risk management activities 

The CFO did not develop action plans and assign the responsibility to implement the 
recommendations of the prior year as IT is not regarded as an area of strategic importance. This 
resulted in repeat findings with regard to the inadequacy of formally designed and implemented IT 
governance and IT risk management controls 


Recommendation 

The Municipal Manager in consultation with the CFO should implement the following by 31 January 
2013: 

• Formally assign the roles and responsibilities of an ISO to a staff member (i.e. CFO) within the 
municipality. 

• Investigate the current available IT governance frameworks for adoption by the municipality. 

• Ensure that there is an assigned person to represent IT at the management committee during 
its sitting(s) to ensure alignment to business. 

Furthermore, the CFO should develop an action plan on how to address the risks identified and 
assign the responsibility to monitor the action plan to a specific person. 
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Management response 

I am in agreement with the finding and internal control deficiency. The iT framework will be adopted 
by Council during the 2012-2013 financial year. 

Name: Alida Groenewald 
Position: Chief Financial Officer 
Date: 17 October 2012 

Name: Pieter Post 

Position: Internal Audit Manager 

Date: 17 October 2012 

Auditor’s response: 

Management comments are noted and the audit finding will be included in the management report 
as an internal control deficiency. 
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56. Security Management: 

Audit finding 
Control deficiency: 

Security management ensures that security controls are implemented to prevent unauthorised 
access to the network and information systems that generate the information used to prepare the 
financial statements. 

As reported in the previous audit, municipal management had not formally designed security 
management controls to mitigate the risk of unauthorised access to the network and information 
systems. As a result, the following key security management weaknesses were still identified: 

• The municipality did not have a security policy in place 

• Users were not required to use passwords before logging on to the network. 

Inadequate IT security measures might result in the security posture of the municipality being 
vulnerable to external attacks from hackers, resulting in unauthorized access to and disclosure of 
sensitive information assets. 


Internal control deficiency 

Leadership: Establish an IT governance framework 

The municipality does not have an IT department or IT personnel and therefore lacks the capacity 
and appropriately skilled IT resources to implement the necessary IT controls and processes. 
Reliance is therefore placed on the external service providers. 

Financial and performance management: Formal control over IT systems 

The CFO did not develop action plans and assign the responsibility to implement the 
recommendations of the prior year as IT is not regarded as an area of strategic importance. This 
resulted in repeat findings with regard to the inadequacy of formally designed and implemented 
security management controls. 


Recommendation 

The Chief Financial Officer (CFO) and the Municipal Manager should by 31 January 2013 consider 
the following: 

• Request the IT Policy and procedures from other municipalities (i.e. District municipality etc) 
for adoption and customise them to ensure that they are in line with the size and complexity of 
the IT environment of the municipality. 

• Request assistance from other municipalities to ensure that strong password settings are 
implemented to protect the network. 

Furthermore, an action plan should be developed on how to address the risks identified and assign 
the responsibility to monitor the action plan should be assigned to a specific person in the 
municipality. 

Management response 

I am in agreement with the finding and internal control deficiency. Council will adopted a policy 
during the 2012-2013 financial year. 


Name: Alida Groenewald 
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Position: Chief Financial Officer 
Date: 17 October 2012 

Auditor’s response 


Management comments are noted and the audit finding will be included in the management report 
as an internal control deficiency. 
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57. User Access Control: 

Audit finding 
Control deficiency: 

User access control is the systematic process of managing the access of users to an application. 
The process includes the creation, review, disabling and removal of user accounts. 

As reported in the previous audit, municipal management had not formally designed and 
implemented user access controls ear to mitigate the risk of unauthorised access to the information 
systems. As a result, the following user account management weaknesses were still not addressed 
for Promun system. 

• A documented user account management policy was not in place. 

• User access requests forms for new user access, change of user access, termination of access 
rights or password reset were yet to be developed. 

• Periodic reviews were not conducted with regard to user account status, appropriateness of 
access rights as well as system administrator’s activities on the systems. 

Weaknesses in user access controls increase the risk of unauthorised access being gained to the 
application systems which could compromise the integrity of the data on the system. 


Internal control deficiency 

Leadership: Establish an IT governance framework 

The municipality does not have an IT department or IT personnel and therefore lacks the capacity 
and appropriately skilled IT resources to implement the necessary IT controls and processes. 
Reliance is therefore placed on the external service providers. 

Financial and performance management: Formal control over IT systems 

The CFO did not develop action plans and assign the responsibility to implement the 
recommendations of the prior year as IT is not regarded as an area of strategic importance. This 
resulted in repeat findings with regard to the inadequacy of formally designed and implemented 
user access controls 


Recommendation 

The CFO in consultation with the Municipal Manager should consider requesting the user account 
management procedures from other municipalities for adoption and customise them to ensure that 
they are in line with the size and complexity of the IT environment of the municipality. Typically, the 
following items should be incorporated into such procedures: 

• Approval of requests (new user set-up, reset of password, change of access & termination of 
users 

• Periodic reviews for user profiles and the monitoring of the system administrators’ activities. 

These procedures should be approved and implemented accordingly to ensure the above 
weaknesses are addressed. Furthermore, an action plan should be developed on how to address 
the risks identified and the responsibility to monitor the action plan should be assigned to a specific 
person in the municipality. These actions should be developed by 31 January 2013. 

Management response 

I am in agreement with the finding and internal control deficiency. Nessacery processes will be 
compile and put in place during the 2012-2013 financial year. 
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Name: Alida Groenewald 
Position: Chief Financial Officer 
Date: 17 October 2012 


Auditor’s response 

Management comments are noted and the audit finding will be included in the management report 
as an internal control deficiency. 
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58. Information technology service continuity: 

Audit finding 
Control deficiency: 

IT service continuity is the process of managing the availability of hardware, system software, 
application software and data to enable the department to recover/re-establish information systems 
services in the event of a disaster. The process includes IT continuity planning, disaster recovery 
plans and backups. 

As reported in the previous audit, municipal management had not formally designed IT service 
continuity controls to mitigate the risk of the municipality being unable to resume critical operations 
in the event of a disaster or disruption in service. As a result, the following IT service continuity 
weaknesses were still identified: 

• No Disaster Recovery Plan (DRP) was in place. 

• No backup procedures were in place. 

• Backups were not tested for recoverability and restorability. 

Without a comprehensive DRP, there is no assurance that the municipality would be able to timely 
resume its operations should a disaster occur at its current operating location. Backups may be 
performed using the procedures that are outdated/ that do not reflect the current status of the 
environment which may lead to backups not being adequately performed. 

Internal control deficiency 

Leadership: Establish an IT governance framework 

The municipality does not have an IT department or IT personnel and therefore lacks the capacity 
and appropriately skilled IT resources to implement the necessary IT controls and processes. 
Reliance is therefore placed on the external service providers. 

Financial and performance management: Formal control over IT systems 

The CFO did not develop action plans and assign the responsibility to implement the 
recommendations of the prior year as IT is not regarded as an area of strategic importance. This 
resulted in repeat findings with regard to the inadequacy of formally designed and implemented IT 
service continuity controls 


Recommendation 

The CFO in consultation with the Municipal Manager should consider requesting the backup 
procedures and the DRP from other municipalities for adoption and customise them to ensure that 
they are in line with the size and complexity of the IT environment of the municipality. Furthermore, 
the DRP should be tested on a periodic basis to ensure that it is practical with regard to its 
execution/activation. 

In addition, an action plan should be developed on how to address the risks identified and assign 
the responsibility to monitor the action plan should be assigned to a specific person in the 
municipality. These actions should be developed by 31 January 2013. 


Management response 

I am in agreement with the finding and internal control deficiency. Current disaster management 
plan will be updated, to include the IT department during the 2012-2013 financial year. 


Name: Alida Groenewald 
Position: Chief Financial Officer 
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Date: 17 October 2012 


Auditor’s response 

Management comments are noted and the audit finding will be included in the management report 
as an internal control deficiency. 
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ANNEXURE C: ADMINISTRATIVE MATTERS 


Employee costs 


59. Deficiency identified with the wage register 
Audit finding 

Control deficiency: 

Section 62(1) of the MFMA No. 56 of 2003 states that: the accounting officer of a municipaiity is 
responsibie for managing the financiai administration of the municipaiity, and must for this 
purpose take aii reasonabie steps to ensure that fuii and proper records of the financiai affairs of 
the municipaiity are kept in accordance with any prescribed norms and standards. 

Audit work performed on wages revealed that the employee E Louw received wages of R1 134 
for the period between 05 February 2012 to 24 February 2012 per the wage register, however 
per the inspection of the employee timesheet, the said employee was absent and furthermore, 
the payment schedule provided evidence that the employee was not remunerated due to 
absenteeism. 

The impact of the finding may result in the employees being remunerated without work being 
performed resulting in fruitless and wasteful expenditure. 

Internal control deficiency 

Financial and performance management - Controls over daily and monthly processing and 

reconciling of transactions 

The cause of the finding is a result of inadequate review and monitoring of the wage register. 

Recommendation 

It is recommended that all information captured in the wage register be reviewed so as to 
facilitate the consistency of it with the supporting wage schedules such the employee timesheet 
and payroll schedules. 

Management response 

Proper wage register will be developed and monitor. 

Name: A Groenewald 
Position: CFO 
Date: 31 October 2012 
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Auditor’s conclusion 

Management comments are noted and the audit finding will be included in the management 
report as an internal control deficiency. 
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ANNEXURE [D]: FINANCIAL INDICATOR ANALYSES 

The analyses on which the financial indicators and discussion in PART D - FINANCIAL INDICATORS under SECTION 3: SPECIFIC FOCUS AREAS 
are based are set out below. 


BUDGETS 


Indicator 

reference 


Final approved operating expenditure budget 

Under/(over) spending of the final approved operating expenditure budget 
Final approved capital budget 

Under/(over) spending of the final approved capital budget 


Percentage over spending of the final approved operating expenditure budget 1.1 

Percentage under spending of the final approved capital budget 1.2 


Financial statement 
amounts 


Adjustments for material 
uncorrected 
misstatements 


Financial statement 
amounts after 
adjustments for material 
uncorrected 
misstatements 

2011/12 

2011/12 

2011/12 

R'OOO 

R'OOO 

R'OOO 

45430 


0 


45430 

7278 


0 


7278 




15560 


0 


15560 

5865 


0 


5865 


2011/12 

% 

Not overspent 
Not overspent 


EXPENDITURE MANAGEMENT 







Financial statement 






amounts after 




Adjustments for material 


adjustments for material 

Indicator 

Financial statement 


uncorrected 


uncorrected 

reference 

amounts 


misstatements 


misstatements 


2011/12 

2011/12 

2011/12 


R'OOO 

R'OOO 

R'OOO 

Accounts payable 

965 


0 


965 

Total purchases 

22994 


0 


22994 


Creditor-payment period 

(Accounts payable h- Total purchases x 365) 


2011/12 

Days 


15 


2.1 
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COND T ONAL GRANTS 


Conditional grants received 

Under/(over) spending of the conditional grants received 
Unspent conditional grants received at year-end 
Cash and cash equivalents / (bank overdraft) at year-end 


Percentage under-spending of conditional grants received 3.1 

Percentage by which unspent conditional grants received exceed cash 3.2 

available at year-end 


Financial statement 
amounts 


Adjustments for material 
uncorrected 
misstatements 


Financial statement 
amounts after 
adjustments for material 
uncorrected 
misstatements 

2011/12 

2011/12 

2011/12 

R'OOO 

R'OOO 

R'OOO 

11010 


0 


11010 

2493 


0 


2493 

2493 


0 


2493 

9818 


0 


9818 


2011/12 

% 

22.6 


Not exceeded 


REVENUE MANAGEMENT 


Indicator 

reference 


Accounts receivable (before impairment) 
Debtors impairment provision at year-end 
Total revenue for services rendered for the year 
Debtors written-off for the year 


Debtor-collection period (Days) 

(Accounts receivable [before impairment] Total revenue for services rendered x 

365) 4.1 

Debtor-collection period (Days) 

(Accounts receivable [after impairment] ^ Total revenue for services rendered x 

365) 4.2 


Financial statement 
amounts 


Adjustments for material 
uncorrected 
misstatements 


Financial statement 
amounts after 
adjustments for material 
uncorrected 
misstatements 

2011/12 

2011/12 

2011/12 

R'OOO 

R'OOO 

R'OOO 

6926 


0 


6926 

3574 


0 


3574 

15655 


0 


15655 

2815 


0 


2815 


2011/12 

Days 


161 


78 
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Financial statement 






amounts after 




Adjustments for material 


adjustments for material 

Indicator 

Financial statement 


uncorrected 


uncorrected 

reference 

amounts 


misstatements 


misstatements 


Debtors impairment provision at year-end as a percentage of accounts receivable 4.3 

Debtors written-off for the year as a percentage of total revenue for services 

rendered 

for the year 4.4 


2011/12 

% 

Material water losses 

(Total of technical/real/physical losses plus non-technical/apparent/commercial 
losses; i.e. portion of total input into system/volume available not able to be billed) 4.5 

Material electricity losses 

(Total of technical losses plus non-technical losses; i.e. portion of total input into 
system/kWh available not able to be billed) 4.6 


25 


7.5 


2011/12 

% 



ASSET AND LIABILITY MANAGEMENT 


Total revenue for the year 
Total expenditure for the year 
Surplus / (deficit) for the year 

Total current assets 

Total current liabilities 

Net current assets / (liabilities) 


Total non-current assets 

Total non-current liabilities 

Net non-current assets / (liabilities) 


Indicator 

reference 

Financial statement 
amounts 


Adjustments for material 
uncorrected 
misstatements 


Financial statement 
amounts after 
adjustments for material 
uncorrected 
misstatements 


2011/12 

R'OOO 


2011/12 

R'OOO 


2011/12 

R'OOO 

5.1 

5.2 

39857 

38266 




39857 

38266 

1591 

0 

0 




14831 

5383 


14831 

5283 

9448 

0 

9448 




138163 

8412 

0 

0 

138163 

8412 

129751 

0 

129751 
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Indicator 

reference 


Total assets 
Total liabilities 

Net assets / (liabilities) 5.3 


Cash and cash equivalents / (bank overdraft) 5.4 

Year-end carrying amount of the category(ies) of PPE that were subject to 
impairment 

Year-end carrying amount of the category{ies) intangible assets that were subject 
to impairment 


Year-end carrying amount of investments, if subject to impairment 
Year-end carrying amount of loan receivables (loans awarded), if subject to 
impairment 


PPE impairment provision at year-end 
Intangible assets impairment provision at year-end 


Investments impairment provision at year-end 

Loan receivables (loans awarded) impairment provision at year-end 


Long term employee benefit obligations 

Net cash in- / (out-) flows from operating activities 


PPE and intangible assets impairment provisions at year-end as a 

percentage of the carrying amount of the category(ies) of PPE and intangible 

assets subject to impairment 5.5 

Loan receivables (loans awarded) and investments impairment provisions at 

year-end as a percentage of the carrying amount of investments and loans 

subject to impairment 5.6 
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Financial statement 
amounts 


Adjustments for material 


Financial statement 
amounts after 
adjustments for material 

uncorrected 


uncorrected 

misstatements 


misstatements 


152994 

13795 

139199 


0 

0 


152994 

13795 

139199 


9818 I 


I] 


9818 I 


0 


0 


0 

£ 

0 


0 

£ 

0 


4402 

12508 


0 

0 

0 0 


0 


0 

£ 

0 


0 

£ 

0 


2011/12 

% 



2011/12 

Ratio 














Long-term debt to operating cash flows ratio 
Employee benefit obligations to operating cash flow ratio 


Indicator 

reference 

5.7 

5.8 
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Financial statement 
amounts 


Adjustments for material 
uncorrected 
misstatements 


Financial statement 
amounts after 
adjustments for material 
uncorrected 

misstatements 

0 ^ 

0.4 





